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ABSTRACT

One cruci al problemfaci ng muni ci pal governments in Sl ovakia today is
the disposition of the residential rental property that the cities and
towns have inherited fromthe national governnent. This housing is plagued
by extensive problens of deferred nmaintenance, ineffective managenent,
inefficient use of services, and poor physical design.

Thi s handbook is intended for use by nunicipal officials who are
responsi bl e for the operation of public rental housing in Sl ovakia. It
describes the role of the municipality as a housi ng owner and di stingui shes
between the nunicipality’'s role and that of the housing nanagenment conpany.
The handbook expl ai ns how an active nonitoring strategy can be i npl emrent ed
to i nmprove managenent services and reduce the inefficiencies that exist in
current housi ng management practices.
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| NTRCDUCTI ON

BACKGROUND

For the past several years municipalities have been struggling wth nmany
probl ens of city adm nistrati on and governance that had previously been the
responsi bility of national authorities. Wastewater nanagenment, road
construction, taxation, and real estate devel op ment are just a few of the
new areas over which nunicipal governments have been forced to extend their
jurisdiction. This situation has led to many chal |l enges for |ocal govern-
ments, with city admnistrations being forced to devel op expertise in a
variety of previously unfamliar domains.

One of the biggest responsibilities for municipal governments is
managi ng the extensive systemof public rental housing put in place during
the past four decades of socialist rule. Under the forner system rental
housi ng was run by state nanagenent entities who had little incentive to
operate efficiently or to provide good services to the tenants. As a
result, in spite of |arge operating subsidies provided by the governnent,
the repair needs of the buildings were often unmet and the | evel of tenant
satisfaction with nanagenment services was | ow

Muni ci palities inherited nost of the nation’s public housing, with al
its accunul ated problens, shortly after the Velvet Revolution in 1991. As
the new owners of this segnment of the housing stock, nunicipalities becane
responsi bl e for its managenent and operation, a job for which they were
ill-prepared. The fact that rent revenues were still controlled by nationa
| aw made the task even nore difficult, as nmunicipalities could not increase
rents to a level that would be adequate to address deferred nai nt enance
needs and to maintain the buildings at an adequate |evel. Consequently,
nmost muni ci pal governnents had to choose between providi ng operating and
repair subsidies or allowing the buildings to decay fromlack of sufficient
mai nt enance (a form of capital consunption).
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Most of these problens facing nunicipal rental housing still exist
today. One way for nunicipal governnents to relieve thenselves of this
burden is to sell municipally-owed rental property to private owners. This
process is already underway. Even with its best efforts, however
munici palities will nost likely not be able to privatize all of their
housi ng. Sone people may not be able to afford to purchase their
apartments; others may not w sh to becone housing owners. Mst
muni ci palities seemto feel the need to retain a certain anmount of “socia
housi ng” for persons who cannot afford to buy or rent housing on the open
market, or for persons with econom c, social, or physical problens.
Furthernore, the process of privatization is likely to take some tine to
conpl ete

It is clear, then, that municipal governnments will be in the business of
operating rental housing for the foreseeable future. To make the best use
of the limted resources now avail able for housing, municipalities nust
continually search for better and nmore efficient neans to organize the
managenent of public housing.

THE PURPCSE OF TH S HANDBOOK

Thi s handbook was desi gned to hel p muni ci pal governnents to carry out
their responsi bilities as housing owners. It is intended to be used by
persons in the munici pal govern nent who are directly responsible for the
operation and di sposition of public housing, such as the staff of the
muni ci pal Housing O fice or the Deputy Mayor responsible for housing.

Most muni ci pal governnents have taken a “hands off” approach to housing

managenent ¥they rely on one or nore nmanagenent enterprises to operate the
housing for themand they make only mninmal efforts to nonitor or regul ate
the activities of the housing managers. Provided that total expenditures on
mai nt enance and utilities do not exceed total receipts fromthe tenants,
nost municipalities appear to be satisfied that their housing is being
managed properly.

The problemw th this approach is that it |eaves decisions regarding the
managenent of the property entirely up to the housing manager. Wile the
housi ng manager nmay be a know edgeabl e and conpetent professional, he
shoul d not make decisions that affect the future of the property. The
property belongs to the owner, and it is only the owner who can deci de what
| evel of managenent and mai nt enance services shoul d be provided. O course,
the owner will need to rely on the expertise and experience of the housing
manager to hel p nake these deci sions.

Thi s handbook proposes an approach to managi ng nmuni ci pal housing that is
different fromthat found in nost nmunicipalities today. In the chapters
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that follow the handbook descri bes how the nunicipality can take a nore
active role in setting standards for nanagement performance and in ensuring
that the housi ng managers neet those standards. Such a systemrecogni zes
the inherently different interests of the owners and nanagers of

residential property.

The owner's interests will depend on his overall goals as a property
owner. For exanple, his goal mght be maxim zing the return on his
investment. Or his goal might be to provide decent housing for people at
the | owest possible cost. A private housing manager's interests are
generally to maxim ze the profit of his business and to maintain a desired
| evel of performance in the properties that he nanages.

Because the owner's and manager's interests differ, their duties and
responsibilities toward each other nmust differ as well. The owner is
responsi bl e for nmaki ng deci sions regarding both the | ong-termand short -
termuse of the property and for defining precisely the tasks of the
housi ng manager in accordance with these goals. The housi ng nanager is
responsi bl e for providing a | evel of managenent services that neets the
standards set by the owner and for giving the owner accurate and tinely
information regarding the property. It is inportant that both parties
understand their respective roles if their relationship is to be productive
and mutual Iy beneficial.

In Chapter |, the handbook di scusses thoroughly the respective rol es of
the property owner, manager, and tenant. Chapter | describes the
responsi bilities and rights of each group, along with their rel ationships
to each other. Chapter Il describes in nore detail the municipality' s role
and responsibilities as a housi ng owner. These responsi bilities include
preparing budgets, planning for |ong-termand short-term mai nt enance needs
of the properties, and nonitoring the performance of the housi ng nmanager.
Chapter 111 explains various nethods that the nunicipality can use to

noni tor the perfornance of the housi ng nanager ¥from exam ning reports from
provi ded by the housi ng manager to inspecting the properties. Finally,

Chapter 1V discusses how the nunicipality can create an environnent where
there are incentives for the housi ng managenent conpanies to inprove the
quality and efficiency of the services that they provide. !

LThi s handbook deal s primarily with the role of the nunicipality as the housing owner. The role of the housing manager i
t with in a conpani on handbook, entitled “The Essentials of Property Managenment: A Handbook for Housi ng Managenent
)ani es.”



l.
RELATI ONSHI PS AMONG OMNERS, MANACERS, AND TENANTS

The provision of housing involves a careful bal ance between the
interests of the prop erty owners, the housing managers, and the tenants.
Each group has its own concerns, which may sonetinmes agree with those of
the other groups, and sometinmes conflict with them In order for the
rel ati onshi ps anong the three groups to be successful and beneficial, each
group nust understand the roles of the others. Relationships nust be
constructed that take into account the differing interests of all parties.

This chapter describes the roles of the three participants in the

provi sion of housing % owners, nanagers, and tenants 3%and describes the
contractual relationships anong them

THE PARTI C PANTS AND THEI R ROLES

The Property Oaner

Housing is a comodity that shoul d be viewed as an asset , that is,
sonet hing that has a tangible value. Blocks of flats are built to | ast over
the long termand generally will increase in value over tine as |land prices

and the cost to build new housing increases. In the Wst, real estate is
seen as a val uabl e asset, one that is worthy of investnent. CGenerally, the
primary | ong-termeconom c benefit fromreal estate ownership cones from
the appreciation of |and val ues due to growh in population and rising
incones. In addition, since people will always need shelter (and are
willing to pay for it), the property can also be a significant source of

i ncone for the owner

An inportant goal for nost private owners of real estate is to maxim ze
the value of the assets that they own. Econom sts define the present val ue
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of an asset as the discounted 2 value of the net incone produced by the

asset over its useful life, plus the discounted value of the sal vage val ue
of the asset at the end of its useful life. (The useful life of an asset
ends when its operating cost exceeds revenue.) Depending on the

circunst ances, the owner nust take different actions to protect the value
of his property. For instance, the owner may need to put in place

mai nt enance practices to keep the property in good condition, invest in
rehabilitating or upgrading the property, sell the property, or even forgo
mai nt enance and all ow the property to deteriorate.

As an owner of residential property, a nunicipal governnment shares the
interest of private owners in preserving the value of its assets. Never t he-
less, the municipality's primary goal as an operator of public housing is
to provide decent, safe, clean, affordable housing for its citizens. In
sone situations, this goal may be in conflict with the goal of maxi m zing
the val ue of the housing.

For instance, it would enhance the value of the nmunicipality's property
to | ease apartnents for the highest possible rents, but this woul d be
contrary to the goal of providing affordable housing to those who need it.
Also, a nunicipality cannot sinply allow a building to deteriorate, even if
the property is unecononmical to operate, unless it can provide alternative
housing for the residents of that building. Therefore, the municipa
governnent shoul d seek to maximze the value of its residential property
within the constraints of its mssion to serve the public good. Oten this
wi Il nean increasing the efficiency of the nanagement and mai nt enance
practices of the organizations that operate the property so that the best
use is made of limted public resources devoted to housing.

The Housing Ofice

The functions of maxi mzing the value and ensuring the quality of the
housing and its operation are commonly known as asset managenent . Asset
managenent may be the responsibility of the owner hinself or, if the owner
is a corporation or municipality that has a large real estate portfolio, a
speci fic individual or group of people mght be assigned these responsi-
bilities by the owner. In many larger nunicipalities, a Housing O fice
assumes the responsibilities of the asset manager with respect to the
publ i ¢ housi ng stock.

The Housing O fice should be involved in both Iong-termand short-term
pl anning for the buildings. It should not only ensure that the day-to-day
operations are carried out well, but that plans are nmade to address

To determine the present value of an asset, a discount rateis applied to convert the income stream generated by the asse
ts present-day val ue. For exanple, with an annual discount rate of 15 percent, 100 Sk received one year fromtoday woul d
v a present value of only 87 Sk (100 Sk divided by 1.15).
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deferred mai nt enance and capital repairs and inprovenment. The Housing
Ofice nust not only assess the property's physical needs but its financia
needs as well ( i.e., it should plan how repairs and renovations wll be
financed). To performthese tasks nore effectively, it is desirable for the
staff of the Housing Ofice to have some background in accounting, or at

| east an affinity for it, as well as some experience in building systens,
construction, and mai nt enance.

Onnership of property involves not only financial benefits but certain
risks as well. The Housing Ofice should therefore attenpt to reduce these
risks to protect the nunici pality fromany financial liabilities. The
Housing O fice nmust ensure that the health and safety of tenants and peopl e
who work in the property are protected and that all rel evant buil ding
regul ations are followed. In addition, any relevant or legally required
property insurance nust be obtai ned and kept up-to-date.

The Housi ng Manager

An owner can assune the responsibility for the day-to-day operations of
the property hinself, or he may choose to contract out this responsibility
toafirm comonly called a property managenment or housi ng managenent
firm The owner of a small nunber of buildings may find that he can
effectively manage the property without outside help. If, however, the
owner has many buil dings, as in the case of a nunicipal govern ment, he may
wish to contract out the responsibility to one or nore managenent firns.

If the owner has a sufficiently |arge nunber of buildings then it is
usual ly desirable to hire several housi ng managenent firns to manage
different parts of the housing stock. This creates an atnmosphere of
conpetition anong the different nmanagenment conpani es, whi ch shoul d provide
incentive for inproved performance. Further, it makes it easier for the
owner to replace a managenent conpany if the performance of that conpany is
seriously deficient. In addition, hiring several nanagement conpanies wll
help stinulate the creation of a market for managenment services, which is
of general benefit to the nmunicipality.

Wil e the general function of the housing manager is to carry out the
day-to-day operations of the housing, this function can cover a w de
variety of tasks. The housing manager's role and responsibilities can vary
wi del y depending on the |l evel of service that the owner desires. The

manager can take a very mninal role %paying bills, collecting rents, and

contracting for najor repairs of the buildings ¥.0or can be involved in
mai nt enance pl anning, selecting new tenants, cleaning the conmon areas in
the building, and maintaining the interior of the units.

In the U S., for instance, nanagenent conpani es are usua Iy responsibl e
not only for maintaining the buildings major physical systens, but al so
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for cleaning the public spaces and maki ng needed repairs inside the
apartments. In Slovakia, however, managenent conpanies are often only
responsi bl e for repairing major building systens.

It is necessary, therefore, that the owner precisely define the duties
of the housing manager. The prinmary docunent that describes the manager's
responsibilities is the rmanagenent contract , which is the | egal basis for
the rel ati onshi p between the manager and the owner. To suppl enent the
managenent contract, the owner usually lays out the manager’s duties in
detail in a docunent called the managenent criteria . The nmanage nent
criteria define clearly the responsibilities of the housi ng manager and
provides a basis for judging the quality of the housing manager's
per f or mance.

Usual Iy, the housing nmanager is responsible for maintaining a safe and
confortable Iiving environment for the tenants. This may incl ude making
certain that the comon areas (such as elevators, stairwells, and hal |l ways)
are kept clean; that garbage is removed; that insects and other vermn are
kept to a mnimum and that the building grounds are maintained in a clean,
neat, and safe state. The housi ng manager nust al so provide for resident
security by maintaining | ocks, doors, and if applicable, entry systens such
as intercons.

In addition, it is the housing nanager's responsibility to ensure that
the buil dings' systens are in working condition: heating, hot and cold
water, gas, electricity, air ventilation, and el evator. The housi ng nmanager
must not only ensure that necessary repairs are made pronptly, but shoul d
al so perform preventive inspections and mai nt enance to prevent breakdowns
fromoccurring in the first place

To ensure the fiscal well-being of the building, the housing manager
must carry out financial nanagenment tasks as well. These include rent
col l ection and accounting for all sources of revenue, payment of bills and
accounting for all expenses incurred on behalf of the property (both
directly and indirectly), budget preparation and inplenentation, and cash
and cost managenent. The housi ng nanager is al so responsible for ensuring
that tenants pay their rent and that appropriate neasures are taken to keep
nonpaynment as | ow as possi bl e.

Anot her responsibility of the housing manager is to keep accurate
records on the properties and to provide any reports or information
requi red by the owner or Housing Ofice. This includes keepi ng organi zed
records for each building, apartnment, and tenant, including tenant |eases,
rent paynent records, and mai ntenance records, as well as any legally
requi red accounting records for the properties. The housi ng nmanager shoul d
provide regul ar reports on the financial condition, occupancy status, and
mai nt enance activities for the properties to the owner.
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Finally, the housing manager shoul d encourage tenant participation in
the mai ntenance of the building and try to ensure tenant satisfaction to
the greatest extent possible.

The Tenant

The owner's responsibilities toward the tenant are to provide heat,
electricity, and other services paid for by the tenant, to respond in a
timely manner to the tenant's conplaints, to keep the building and
surroundi ng property in a safe, clean, and well-maintained condition, and
to follow all other provisions provided by |aw and by the agreenment with
the tenant. As was discussed already, an owner of nultiple properties
usual |y del egates these responsi bilities to a professional housi ng manager
Nevert hel ess, this does not relieve the ower fromthe obligation of
ensuring that these responsibilities are in fact being net.

Tenants shoul d be viewed as the clients of both the property owners and

the property managers. Providing quality services to the tenants shoul d be

the top priority of housing managenent. In privately-owned housing, if the

| evel of managenent services is not satisfactory then good tenants wll not

be willing to stay and will nove el sewhere. This will increase the anount

of time that apartnents are vacant and reduce the revenues of the buil di ng.

It will also nake the nmanager spend nore tine |ooking for new tenants than

he woul d ot herw se.

Even in public housing, which nornally serves peopl e who have fewer
housing alternatives, the nmunicipality and the nmanagenent conpani es shoul d
respond to the needs and wi shes of the tenants as much as possible. If the
tenants believe that the owner and the housi ng manager do not care about
their needs, then they will not be likely to care about the property or
about paying their rent on tine. If the tenants feel that they are being
treated fairly and that there is a sense of partnership with the owner and
t he housi ng manager, then they will be nore willing to do their part to
keep the property in good condition.

The housi ng manager and the owner shoul d provide opportunities f or the
tenants to express their opinions about how the housing is being run.
Tenant meetings are one way to do this, as is providing a suggestion box
for tenant comments or conpl aints. The housi ng manager should also try to
interact with the tenants on a casual basis, so that they will feel nore
confortable bringing their problens to her. Another, nore formal, nethod is
to do regul ar surveys of the tenants and ask themif they are satisfied
with specific aspects of the managenent of the property. If these surveys
are conducted in the same manner each time, they provide a neans of
measuring whet her tenant satisfaction is increasing or decreasing over
tine.



22 An Introduction to Asset Managenent

What, then, are the responsibilities of the tenant? In general, a
tenant's responsi bilities are to pay his rent, utility, and other service
charges in full and on tinme; to keep the apartnent in good condition and
not cause danage to the property; to refrain fromactivities that would
cause danger or annoyance to other tenants; and to adhere to the conditions
provided by the |l aw and by the rental agreenent with the owner. As a condi -
tion of living in subsidized public housing, a municipality may al so w sh
to i nmpose incone or other screening requirenments, such as turning down
applications from peopl e who have a history of destruction of property,
poor rent-paying habits, or a violent crimnal record. O, the nmunicipality
may want to reserve certain units for persons with disabilities, the
elderly, famlies with children, or other protected groups.

CONTRACTUAL RELATI ONSHI PS
The Managenent Contract

The managenent contract is the foundati on upon which the rel ationship
bet ween the property owner and the housing manager is built. In order for

this relationship to be successful, it is inportant that the contract be
well witten, legally enforceable, and truly acceptable to both parties.
The key ternms of a managenent contract are provided in Figure 1.

The managenent contract should stipulate the length of the agreenment and
the fee for housi ng managenent services. It should enunerate the
responsi bilities of the owner vis-a-vis those of the housi ng managenent
conpany, and should include a list of duties that the managenent conpany
should carry out. This is the basis upon which the housi ng manager wil|l
ultimately be eval uated. The managenent contract should al so specify the
reporting requirenents of the managenent conpany, and it shoul d establish
the limts of liability of both parties.

The managenent contract should contain an enforcenent provis i on that
gi ves the owner recourse should the housing manager not meet m ni mum
performance standards or otherwi se violate the terns of the contract. In
this case, the owner may warn the manager to take appropriate steps to
correct the problem If the housing manager continues to violate the
contract, however, then the contract nay allow the owner to fine the
manager or to cancel the nanagenment agreenent altogether.
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The Managenent Fee

An inportant part of the managem ent contract is the financial
conpensation, or managenent fee , that the manager will receive. The anount
of the fee is a crucial issue as no one will want to provi de manage nment
services if the conpensation they receive is insufficient to cover their
costs. At the sane time, the owner wants to keep the fee as | ow as possi bl e
while still maintaining an acceptable | evel of service.

In the U S., nanagenment fees are typically between 5 and 8 percent of
total gross collections (rent plus owner-paid utilities) for the properties
bei ng managed. Because of the relatively low level of rents in S ovakia as
conpared to the U S., the managenent fee nmay have to be a hi gher percentage
of the gross collections to obtain the desired | evel of service. The actua
amount of the fee depends on a variety of factors, such as the type of
services that the manager is expected to provide, the age and condition of
the buil di ng bei ng managed, and the housi ng narket of the surrounding area.



Figure 0%Key Terms in a Housi ng Managenent Contract

u Name of the owner
24 An Introduction to |[Asset Managenent
u Name of the management company
u Date the contract was prepared
u Beginning and ending dates of the contract
u Specification of the services that are to be performed by the management
company
u Description of information that must be transmitted from the owner to the

management company and from the management company to the owner

u Amount of the management fee

u Obligations of the owner as to paying the management fee, assuring the
availability of funds for paying bills and other obligations of the property, and meeting
and communicating with the management company

u Rights of the management company to be paid its management fee, to disburse
funds up to a stated limit, and to perform its duties and responsibilties without undue
interference

u Rights of the owner to use excess funds not required for budgeted or operating
expenses and to be promptly informed of any emergencies or urgent situations

u Provisions for penalties to be paid to the owner in case of inadequate
performance by the management company

u Bonuses to be paid to the management company for superior performance

| Conditions for termination of the contract

Two di fferent approaches can be taken to set the |evel of the nanagement
fee. The first is to estimate the mni nrum anmount a potential nmanager woul d
need to performthe desired nmanagenent services given the nunber of units
in a building and its other physical and financial attributes. This woul d
i nvol ve preparing a budget that would include the salaries of the people
that the manager woul d have to hire, other expenses that the manager woul d
incur (renting office space, purchasing supplies and equipnent, etc.), and
a certain percentage of profit for the managenent comnpany.

An alternative to trying to estimate the fee directly would be to allow
the market to set the fee. The nunicipality could periodically open
managenent of the public housing to conpetitive bidding, where different
conpani es woul d be able to conpete for contracts. As part of their
proposal s, the prospec tive housing managers could state what fee they would
require to agree to performthe services. In this way, if two conpani es can
provi de the same services (wWth the sane |evel of quality) but one for a
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| ower fee than the other, the nunicipality can choose the | ess expensive
firm By using conpetition to set the fee, the municipality knows that it
is getting the best services for its noney.

It is also desirable to structure the managenent fee so that the housing
managers will have an incentive to performwell. The nmanagenent fee nay be
paid on a per unit basis, as a percentage of gross collections, or as sone
ki nd of conbination of the two. The different fee structures can result in
very different |evels of incentive for the manager to performwell.

If the managenent fee is set as a percentage of gross collections then
there is an incentive for the manager to collect rent and ot her paynents
fromthe tenants promptly and to reduce the time that apartments are left
vacant. This is because the fee depends directly on the nunber of tenants
who actually pay their rent and other charges, and so the manager wll try
to keep this anount as high as possible. A percentage fee will also
encourage the manager to raise rents, if he has the authority to do so,
since the fee will increase as rents go up. Wiile this may be desirable for
a private owner, a nunicipality would not want the rent levels for its
public housing set so high that its housing is no | onger affordable for the
people it is trying to serve. Therefore, a nunicipal governnment shoul d not
yield its authority to set rents to the housing nanager.

A fee based on a percentage of gross collections is acceptable in the
U S. because American property managers generally have conpl ete control
over the process of filling vacant apartnments and can take acti on agai nst

tenants who do not pay their rent. This is not generally the case in

Sl ovaki a. Many nunicipalities have a separate office that is responsible
for maintaining waitints. In addition, it is presently very difficult to
collect rent fromtenants because it is difficult to punish non-payers. It
woul d be unfair, therefore, to penalize the manager by linking the
managenent fee to events over which she may have little control

Aflat fee is a second alternative that may be fairer under such
circunstances. The flat fee is a certain anount that is paid each nmonth for
each unit that is being nmanaged. The problemwth the flat fee is that is
provides no incentive for filling vacant apartnents or for collecting
rents. The flat fee can be nodified, however, with a systemof financia
bonuses and penalties that are linked to specific perfornmance requirenents.
For exanpl e, the managenent fee could be reduced by a certain anmount if
rent collections fall below a certain percentage. (A conplete discussion of
bonuses and penalties will be provided in Chapter 1V.)
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The Rental Lease Contract

The rental |ease contract establishes the relationship between the
housi ng owner and the tenant. Like any other owner of rental housing,
municipalities are in a relatively weak position with regard to tenants.
Tenants have many rights and protections, and it is extrenely difficult to
evict tenants even if they do not pay their rent. Mst of these conditions
are inposed by national rental policy and currently cannot be changed by
the municipality. Two itens that would strengthen the nunicipality's
position could, however, be added to nost rental contracts. These are:

1) A dause Relating to Evictions

The G vil Code contains eight provisions that state under what
circunstances a tenant may be evicted. If a tenant is stripped of his |ega
rights to occupy a unit because of nonpaynment of rent or another form of
| ease abrogation, the tenant can be evicted to alternate housing of a | ower
standard. This is rarely put into practice because of the extrene shortage
of alternate housing. Also, it appears that even though evicting a tenant
is technically possible, |arge-scale evictions would not be desirable.

Nevert hel ess, eviction is theoretically |legal and tenants shoul d be
rem nded of this fact. The | ease should include the rel evant passages from
the Gvil Code that describe evictions: the cir cumst ances under which a
tenant may be evicted, provision of alternate flats, etc. Inclusion of this
information will, if nothing else, reinforce the fact that the tenant does
have | egal obligations to the owner to pay rent, and that there are
potential negative conse quences for not doing so.

2) Repairs for which the Tenants are Responsi bl e

Tenants are responsible for paying for nost of the repairs that are made
inside their various units. The types of repairs for which the tenants are
responsi bl e shoul d be enunerated in the rental contract, so that the
tenants are fully aware of their |egal responsi bilities toward the owner
and with respect to their units.

Contracts with Service Providers

The housi ng manager mnust, on behalf of the owner, execute contracts with
various service providers such as utility conpanies, cleaning services, and
construction and mai ntenance firms. The housi ng manager is responsible for
payi ng the contractors and for monitoring the contractors' performance. In
the case of repair contracts, for instance, the manager should verify that
repairs are properly carried out, that quality materials are used, and that
the work is conpleted on tine.
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Dependi ng on the amount of the contract and the type of service, the
manager nmay need to obtain the approval of the owner or Housing Ofice
before signing the contract. The conditions under which the owner's
approval is required should be listed in the owner's contract with the
housi ng manager. The nmanagement contract should al so indicate situations
when the nmanager nust obtain conpetitive bids froma specified nunber of
firms before awarding a contract. This will help prevent the manager from
awardi ng contracts based on consi derations other than obtaining the best

services for the | owest cost. (Detailed infor mation on conpetitive bidding

procedures may be found in Chapter 1V.)



I,
THE HOUSI NG OFFI CE''S RESPONSI Bl LI TI ES AND PERFORVANCE

The previ ous chapter described the Housing Ofice, an institution which
acts on behalf of the nmunicipality and sees to it that the nunicipality’s
interests are preserved in the managenent of the housing stock. This
chapter will describe the Housing Ofice's specific role and
responsi bilities.

CRGANI ZATI ON OF THE HOUSI NG OFFI CE

Effective oversight of the managenent of rental property encompasses
several activities: establish ing paraneters for managi ng i ndivi dua
properties; contracting with property nmanagenment entities; nonitoring the
activities of the housing manager; and establishing budgets, financial
pl ans, and physical inprovenent prograns.

Most municipalities currently have some sort of housing office that
could performthis role. To carry out its tasks in a nore efficient manner,
the responsibilities of the staff of the Housing Ofice may need to be
revi ewed and perhaps reapportioned. The anmount of time that ought to be
all ocated to each task will vary dependi ng upon the workl oad and the
priorities at any given tinme. The following is a list of typical duties for
the Housing O'fice and an estimated percentage of staff tinme that should be
allocated to each activity (time use is sunmarized in Figure 2):

1) Develop criteria for the nanagenment of different segnents of the

housi ng i nventory %the basis upon which the performance of the housing
managers will be judged (10 percent of total tine).

2) Monitor the housing nmanager’s conpliance with the nanage ment contract
and criteria by reviewing financial and physical reports and inspecting
buil dings (25 percent).
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25% N
Mgt. criteria

10%

3)Prepare, with

Investigate complaints participation fromthe

5% housi ng nmanager, annua
operati ng budgets for
Assign vacant apts. different segnents of the
5% housi ng i nventory and

pl ans to address |ong-term
physi cal needs (25

| Approve expenses
5%

percent).
Prepare contracts 4) Devel op a dat abase
0 5% with information on al
Report to municipal govt. bui | dings and units (10
percent).

Develop database 10%

10% .
5) Report to the various

| evel s of rmuni ci pal
gover nnent responsi bl e for

the public housing stock
and keep them abreast of
rel evant devel opnents and probl ens (10 percent).

6) Prepare managenent contracts and supervi se the bidding process for
managenent contracts (5 percent).

7) Approve extraordinary expenses greater than the linmt specified in
t he managenent contract (5 percent).

8) Act as liaison between the housi ng managenent conpani es and the
entity that allocates apartnments (5 percent).

9) Investigate tenant conplaints (5 percent).

One way in which staff coul d be assigned to these tasks is to make
specific duties the exclusive responsibility of certain personnel. Under
this arrangenment, one person would be responsible for building inspections,
anot her for budgeting and planning, and so forth. In this way each person
becones specialized in a certain set of tasks.

Anot her way to allocate staff time is to make each person responsible
for a distinct set of buildings. Each staff nenber would then do al
pl anni ng, oversight, and reporting tasks for the housing in his or her
portfolio. The advantage of this approach is that it allow each staff
menber to become very familiar with a specific set of buildings. By
studyi ng the housi ng manager’s reports, perform ng building i nspections,
anal yzi ng tenants’ conpl aints, and consi deri ng other sources of
information, the Housing Ofice staff nenber can make better decisions
regarding future investnment in and uses for the properties under her care.
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Al so, because each person in the Housing Ofice nust becone proficient in a
variety of different tasks, the result will be to create a group of multi-
skilled experts who can work nmore flexibly and be reassi gned as needed.

This remai nder of this chapter wi |l describe each of the functions of
the Housing O'fice in nore detail

DEVELGOPI NG HOUSI NG MANAGEMENT CRI TERI A

It is very inportant that the housi ng managers be given clear, explicit,
and attai nabl e performance standards to ensure the best possible managenent
services are being provided. The Housing Ofices need to devel op these
standards and nake sure that they are being nmet. For exanple, it may be
deci ded that the housi ng managers must keep nonpaynent of rent and ot her
tenant charges at |ess than 10 percent of total collections, or that the
interior of each building nust be repainted at | east once every three
years. Whatever standards are chosen, they should be provided in witing to
t he housi ng managers in the formof nanagenment criteria.

Managenent criteria are a set of guidelines that define how each
buil ding in the housing stock is to be operated. By defining the housing
manager’s responsibilities clearly and in witing, the owner can avoid any
m sunder st anding as to the type of managenent services to be provided and
the | evel of performance expected. Ideally, separate nanage ment criteria
woul d be prepared for each property in the nunicipality’ s inventory. For a
city with a large nunber of properties, however, devel opi ng managenent
criteria for individual buildings may be too tine-consum ng. As an
alternative, the Housing Ofice can prepare managenent criteria for
buil dings of simlar types. For exanple, one set of criteria could be
prepared for stone construction buildings nore than 30 years old with | ess
than 20 units, and another for panel construction buildings Iess than 5
years old with nore than 50 units.

An outline for managenent criteria is given in Figure 3. The managenent
criteria should be as specific as possible so that there is no anbiguity as
to the manager’s responsibilities. The criteria should be results oriented
rather than process oriented, that is, what matters is that the property is
kept in the condition specified by the owner, and not that the housing
manager has hired certain people or perforned certain tasks.

Witten managenent criteria benefit not only the owner of the property
but the housing nmanager as well. If the requirenents for good managenent
performance are laid out clearly and precisely then the manager understands
exactly what is expected of her. The nmanager can develop a plan that wll
put in place the services necessary to neet the managenent criteria. The
criteria protect the housing manager fromthe owner changing or redefining
his requirenments inpul sively and unpredictably.
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In response to the managenent criteria, the housing manager shoul d

devel op a managenent plan %a docunent describing how the nmanager wl |

i mpl ement the requirenents of the nanagenment criteria. For exanple, the
managenent criteria could state that the housi ng manager mnust keep the
bui | di ngs’ comon areas clean and free fromdebris. The housi ng nanager
shoul d explain in the managenment plan how this will be acconplished. WII
enpl oyees of the managenent conpany performthis task? WIl a live-in
custodi an be hired? WI|l an outside cleaning service be used?

The purpose of the managenent plan is to provide the Housing Ofice with
specific information regardi ng how t he housi ng manager intends to operate
the building. This is necessary so that the Housing Ofice can determne if
t he housi ng manager is nmaking nost efficient use of the resources
avail abl e. Al so, the managenent plan can indi cate whether the housing
manager has given serious thought to how the properties will be operated
and how services will be provided. Once the managenent plan is prepared
the Housing Ofice should discuss it with the housi ng manager. The Housi ng
Ofice nust be confident that the plan is adequate for delivering the
desired | evel of managenent services within the cost constraints specified
by the budget.

MONI TORI NG HOUSI NG MANAGER  PERFORVANCE

Since it does no good to create performance standards that cannot be
verified, the Housing Ofice nust be able to nonitor the housing managers
conpliance with the managenment criteria. If the housi ng manager is not
following the standards specified in the criteria, then the Housing Ofice
shoul d i nform the housi ng manager of the problemand request that it be
corrected inmmediately. If the problemis not corrected, then stronger
action should be taken, such as fining the manager (if pernmitted by the
managenent contract), reducing the nunber of properties that the manager is
responsi ble for, or even, in the nost serious cases, dismssing the housing
manager alt oget her.
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Il Operations and Malntenance

A. Common areas
B.  Contracted services (garbage removal, pest control, elevator
maintenance, inspections)
Preventive maintenance
Repairs
Capital repairs and improvements
Preparation of vacant units
Maintenance of individual units
1. Annual inspection
2. Damage caused by the tenants

GTMmoO O

"I, Administration, files, Personnel

A. Files (by building, by unit)
B. Personnel
1. Superintendents, janitors
2. Employee requirements, employment conditions

V. Financial
A Rent collection
B. Rentarrears
C. Payment of bills
D. Financial statements
E. Budget preparation
F. Security deposits
G. Reserve for replacement fund
V. Relationship between the Property Manager and the Housing Office
A.  Submission of financial statements
B.  Quarterly reports
C. Leasing of commercial units
D. Process of unit inspections
VI. Management-Tenant Relations

A variety of neans should be enployed to nmonitor the performance of the
housi ng management conpani es. These include exam ning reports provided by
t he housi ng manager, direct inspections of the buil dings, and anal yzing
tenants’ conplaints. The Housing O fice should al so conduct an annual
revi ew of housi ng manager performance and report to nunicipal officials on
the quality of managenent services.

Because of the i nportance of nonitoring nmanagenment performance, this
topic will be dealt with in detail in Chapter 11,
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BUDCETI NG AND LONG RANGE PLANNI NG

The Housing Ofice, as the representative of the nunicipality’s
interests, nmust work to ensure both the short-termand long-termviability
of the nuni cipality’ s residential property. At the beginning of each year
the Housing O'fice, with the assistance of the housing managers, should
prepare operating and capital repair budgets for the residential
properties. These budgets shoul d be based on past experience of buil ding
revenues and expenses and the current physical condition of the buildings’
structures and equi prent. The operating budget woul d cover expected
revenues (subsidies and noney received for rent, utilities, and other
servi ce charges) and normal operating expenses (repairs and utility costs).
The capital budget includes large repair itens (reconstruction of building
physi cal conponents, replacenent of worn equi pment, and naj or renovations)
and the sources of funds for these repairs (loans and reserve funds).

I deal |y, separate operating and capital repair budgets shoul d be
devel oped for each building. If the nunicipality has a | arge nunber of
bui | di ngs, however, it may be difficult to prepare individual budgets at
first. Therefore, as with the preparati on of the nanage ment criteria, the
housi ng stock can be divided into several different building types and
separ at e nodel budgets can be devel oped for each type. These nodel budgets
can then be adjusted to specific buildings based on the nunber of
apartments and commerci al spaces.

The housi ng managers shoul d keep detailed records on the incone and
expenses for each building. During the course of the year, actual incone
and expendi tures shoul d be conpared agai nst those projected by the budget.
The Housing O fice should investigate |arge discrepancies w th the housing
manager. Over tine, as nore financial data are accumul ated on i ndivi dua
properties, it should become possible for the Housing Ofice to devel op
separate budgets for each residential building

Because resources for dealing with repair needs are limted, it is not
possible to address all needs on an i medi ate basis. Part of the planning
process involves prioritizing repair needs so that the nost effective use
can be nade of the revenues avail able for building mai ntenance. The next
two sections will explain howto plan for and prioritize routine and
capital mai ntenance tasks.
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Determining Priority Repair Needs for Routine Mi ntenance

Bui | di ng mai ntenance is ongoing; it is never conpletely finished.
Probl ens arise on a continuous basis, particularly in ol der buildings, and
need to be addressed pronptly. In addition, |ong-termneeds, such as
repairs to building systens, nust be dealt with. The housi ng manager nust
be adept at setting priorities for the work that needs to be done and
schedul i ng tasks so that energency naintenance is handled along with
routine or |ess urgent repair needs.

Figure 4 provides sone general guidelines for prioritizing routine
mai nt enance work. Repairs are handl ed in order of urgency. The conplaints

of current tenants take highest priority 3w th energency repairs of course
t aki ng precedence over non-energency ones. Preparing vacant units comes

next (because vacant units mean | ost revenue), followed by preventive

mai nt enance tasks and capital repairs.

Determning, Prioritizing, and Budgeting for Capital Repairs and
| mprovenent s

It is a good idea to set aside a percentage of the potential nonthly
gross rent in a separate bank account called the Renovation Account. The
funds in this account are reserved for non-routine repairs and repl acenent
of major building systenms or com ponents. Anticipating these large repair
needs is inportant, therefore, so that adequate nmoney can be put aside in
t he Renovati on Account.

For each buil di ng the housi ng manager should record the age, quality,
and condition of all building systens. This information is critical if the
housi ng manager and Housing Ofice are to nake good deci si ons about the
future of the property: whether the property should be sold or kept,
whet her it shoul d be renovated, or whether the building will be denvolished
and so should be allowed to deteriorate. Wile these decisions are always
important, they are particularly so when the housing owner has limted
funds to spend on the housi ng stock.

The housi ng manager shoul d routinely inspect each building. At |east
once a year, detailed building and unit inspections should be made so that
a conmplete picture of the building’s condition can be formul ated. Once this

i s done, the housing manager should estimate the renmaining useful life of
all building systens and the cost for replacing or overhauling these
systens. The wuseful life of a systemor itemis the nunber of years that

the systemor itemcan be used until it nust be repl aced
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1. Emergency maintenance items should be addressed immediately. If more
than one emergency situation occurs at a time, the one that could cause the greatest
damage to the property or pose the greatest safety hazard if left unattended should be
addressed first.

2. Non-emergency items should be handled in the order of priority. If there is no
priority, these items should be addressed in the order in which the complaints were
received.

3. The timely preparation of vacant units is essential in order to prevent loss of
rental revenues. Vacant unit preparation comes after emergency maintenance in terms
of priority, but should be addressed along with requests for current repairs of a non-
emergency nature.

4, Preventive maintenance items need to be scheduled on a timely basis to
ensure that roofs are sound and that building systems and equipment are in good
working condition.

5. If renovations are to be made to a building, the property manager's
maintenance and janitorial staff (or hired workers) should be scheduled to prepare the
units of buildings for the work to be done by the contractor(s). This could include
removal of debris, preparation of walls for painting, repairs to plumbing or electrical
systems, removal of appliances, etc. Immediately upon the contractors' completion of
renovations, the maintenance and janitorial team should be scheduled to remove any
leftover construction debris and clean the units and common areas of the building.

Calculating the useful life of all of the systens and equi pnent of a
buil di ng and their eventual replacenment cost can be very difficult. This is
because the nunmber of useful years of a systemor piece of equipnent
depends upon a variety of factors: whether it was installed correctly, its
quality, how it is nmaintained, the |level of normal wear and tear or
vandal i sm and weat her conditions. Once the housing nanager has some

historical information about a property 3%its systens and their |evel of

mai nt enance %it becones easier to estimate the useful life of the
bui | di ng’ s conponents.

It is a good idea to estimate the useful Iif e of all building conponents
and do a three to five-year budget for capital inprovenents. Al though doing
a capital repair budget for a |longer period based on the useful life
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estimates is possible, such a budget may be inaccurate if future
repl acenment costs are unpredictable.

The first step is to develop a list of all possible building conponents
that will need to be replaced at sone point (Figure 5). 3 For each item
i nformati on needs to be obtained about its year of purchase, fabrication or
installation. An engineer, architect, or construction expert can help the
housi ng nmanager in estimating the remaining useful |life of each item by
inspecting it to determne its condition. The expert shoul d have an
approxi mate i dea of how many years each itemwould last if it were new By
subtracting the nunber of years in service and nmaki ng adj ustnments dependi ng
upon wear and tear, the expert should be able to figure out the remnaining
useful life. Once the estimated useful life is determned, it would be very
hel pful if an estimate of the cost to replace each item at its present
val ue, could be provided as well.

3Since tenants are financial ly responsible for nost repairs within their individual units, the list has been confined t
di ng conponents and those conponents within units that relate to building systems, such as plunbing and heati ng.
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Fi gure 0%List of Replaceabl e Building Conponents

Roof

Gutters and downspouts
Rafters

Windows and window frames
Doors and door frames

Paint (interior common areas)
Boilers

Water pipes

Waste pipes

Heat ducts

Gas lines

Electrical wiring

Air ventilation system

Heat thermostatic controls
Individual apartment heating units
Stucco

Concrete panels

Chimneys

Common area ceilings
Common area lighting

Roof sheathing

Fire extinguishers

Stair treads

Stairway hand rails

Utility sheds

Fences

Storage areas

Paint (building exterior)
Dumpsters (for waste disposal)
Dumpster enclosures
Concrete walkways

Asphalt (parking lots)
Balconies

Masonry

Exterior wooden trim or metal siding
Interior wall surfaces
Common area subfloors
Mailboxes

Using the data on the remaining useful

replaced in the next three to five years.

life for different building
systens, the Housing O fice can easily see which conponents w ||

Using this information,

need to be
t he
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Housing Ofice can create a work plan and a capital budget for each
property. The followi ng exanple illustrates how a such a plan and budget
are created.

Capital Repair Plan and Budget Exanple

A muni ci pal | y-owned apartment building is approximately 20 years ol d.
During its first fifteen years of operation, it had plenty of operating
capital, and mai ntenance itens were addressed on an as-needed basis. During
the last five years, however, rents did not increase at the sane pace as
operati ng expenses, and certain building systens began to deteriorate. As a
result, serious deferred maintenance itens nust now be addressed.

The Housing Ofice realized that the first step toward solving this
problemwas to obtain nmore revenues for repairs and inprovenents. To
justify requesting additional funds, however, the Housing O'fice had to
conpi |l e a physi cal needs assessnent and a three-year plan during which
t hese needs woul d be addressed.

Wth the help of the housing manager, the Housing O'fice hired a
construction expert to help determne the building s physical needs, to
prioritize those needs, and to provide cost estimates for the work. It was
determ ned that during the next three years various itens would need to be
repaired or replaced in order for the building to remain in satisfactory
condition. If all of these itens were addressed, then very little would
have to be spent on nai ntenance during the follow ng five years, and the
i mpl ement ati on of proper preventive mai ntenance techni ques coul d extend
this estimate to seven to ten years.

The report of the construction expert included a |ist of deferred
mai nt enance itens and cost estimates for addressing each of these itens
(Figure 6). After receiving this report, the Housing Ofice realized that
payi ng for these repairs out of the building’ s current revenues woul d be
i mpossi bl e. For one thing, as of Septenber 1994, when the budget was being
prepared, the balance in the building s Renovation Account was only 149, 606
Sk.

The Housing O fice decided that it was feasible for the required repai rs
to be made over a three-year period, from 1995 through 1997, if the nmonthly
deposits to the Renovati on Account were increased. The Housing Ofice first
prepared a three-year repair schedule, where itens of the highest priority
were addressed first (Figure 7). The schedul e gave the tim ng and cost of
each repair or replacenment item

The Housing O fice then prepared an anal ysis of the Renovati on Account
to deter mine what the shortfall would be each year at the current rate of
deposit, 5,778 Sk per nmonth (Figure 8). The anal ysis reveal ed that the
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Work Needed Cost (Sk)
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Exterior Paimting 14,300
Replace roof 65,680
Replace of gutters/downspouts 15,200
Concrete repairs 2,000
Masonry repairs 8,000
Replace domestic hot water system 119,747
Replace boilers 42,000
Replace exhaust fans 300
Replace entry doors and locks 44,500
Replace windows at building entry 9,000
Replace common area windows, each floor 72,000
Total Anticipated Needs 452,727

nmont hly deposits to the Renovation Account woul d have to be increased so
that shortfalls would not occur during 1996 and 1997.

If the nonthly deposits to the Renovation Account were increased to
9,250 Sk starting in January 1995, the priority work itens could be
addressed, and the account would maintain a positive bal ance throughout the
three-year period. The account fluctua tion analysis at the new rate of
deposit is given in Figure 9. If the nunicipality had the authori ty to
raise rents, then the additional funds could be raised in this way. The
muni ci pality shoul d consider the inpact that an increase in rents woul d
have on poorer tenants, however. “ Another alternative would be for the
muni ci pality to provide subsidies to the housing systemto increase the
amount of funds available for renovations. This may be difficult, however,
if the municipality already |acks sufficient funds for other expendi tures,
i ke repairing roads.

4ps an alternative to rent control, many countries provide housing allowances to famlies whose incones are insufficien
if ford adequat e housing. The anpbunt of the allowance depends on the size of the famly's incone and the cost of housing.
i permts rents to be raised to market levels, while at the sane tine protecting poor famlies who woul d ot herwi se not be
» to afford adequate housing. For nore information on housing all onances, see M kel sons, 1993.
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Figure 0% Three Year Capital Repair Plan with Costs

Description of Item Total 1995 1996 1997
(Sk)
Paint exterior 74,300 -- 60,000 14,300
Replace roof 65,680 20,830 22,395 22,455
Replace gutters/downspouts 15,200 5,000 5,200 5,000
Concrete repairs 2,000 2,000 -- --
Masonry repairs 8,000 -- -- 8,000
Replace hot water system 119,747 119,747 -- --
Replace boilers 42,000 14,000 14,000 14,000
Replace exhaust fans 300 100 100 100
Replace entry doors and locks 44 500 22,250 10,250 12,000
Replace windows at building entry 9,000 4,500 4,500 --
Replace common area windows 72,000 24,000 24,000 24,000
Total Anticipated Needs 452,727 212,427 140,445 99,855

Al though at this noment the nunicipality may |ack reasonabl e sol utions
to the problemof funding the types of renovations described in this
exanple, this type of planning exer cise is useful for several reasons.
First, it provides the nmunicipality with an idea of the size and the types
of repair needs in its properties. Such informati on can help the
muni ci pality fornul ate a housing privatization program Second, it provides
a basis for deciding howto prioritize repairs anong different buil dings.
For instance, buildings with only mnor needs for renovation may be able to
forego these repairs for several years while attention is paid to
properties in a nore severe state of disrepair. Finally, the repair
estimates obtained can be used to justify requests for increased rents or
housi ng subsi di es.

CREATI NG A HOUSI NG DATABASE

Cood information is essential to the Housing Ofice so that it can nake
sound deci sions regardi ng the housing stock. Al nunicipalities have sone
types of records on their proper ties, but many do not have this information
in a conputerized database and do not update their records regularly. To be
able to plan for future financial and mai ntenance needs of the property,
the Housing O fice should begin to collect a variety of information in a
housi ng dat abase.
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Fi gure 0% Renovation Account Analysis

Account balance as of 9/30/94

Plus deposits, 10/94 - 12/94 17,334

Less withdrawals, 10/94-12/94 0
Account balance as of 12/31/94

Plus deposits, 1/95 - 12/95 69,336

Less 1995 estimated expenditures 212,427
Account balance as of 12/31/95

Plus deposits, 1/96 - 12/96 69,336

Less 1996 estimated expenditures 140,445
Account balance as of 12/31/96

Plus deposits, 1/97 - 12/97 69,336

Less 1997 estimated expenditures 99,855

Account balance as of 12/31/97

Fi gure 0% New Renovati on Account Analysis

Account balance as of 9/30/94

Plus deposits, 10/94 - 12/94 17,334

Less withdrawals, 10/94-12/94 0
Account balance as of 12/31/94

Plus deposits, 1/95 - 12/95 111,000

Less 1995 estimated expenditures 212,427
Account balance as of 12/31/95

Plus deposits, 1/96 - 12/96 111,000

Less 1996 estimated expenditures 140,445
Account balance as of 12/31/96

Plus deposits, 1/97 - 12/97 111,000

Less 1997 estimated expenditures 99,855

Account balance as of 12/31/97

149,606

166,940

23,849

<47,260>

<77,779>

149,606

166,940

65,513

36,068

472,130

first step in preparing a housing database is to create a list of all the
residential properties owned by the nunicipality. The municipality shoul d

conpare different sources of information to conpile this list.

It shoul d
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consult its own records, as well as those of the cadastral office and the
managenent conpanies that are operating its buildings. Any discrepancies
shoul d be resol ved by consulting with the property manager or, if
necessary, by going to visit different properties.

Once a conprehensive list of buildings has been prepared, the Housing
O fice should assenble informati on on the buil dings. Every building should
be assigned a wunique identification nunber. In nost municipalities, it wll

be possible to use the description nunber ( _islo popisne) conbined with a
nunber denoting the part of the nmunicipality as the building identification
nunber .

For each building, the Housing Ofice should collect the follow ng

i nformation:
» Buildi ng identification nunber
» Address (street and orientation nunber)
» Dinensions (height, Iength, wi dth)
» Number of floors
» Year of construction
» Type of construction (stone, panel, etc.)
» Nunber of apartnents
» Nunber of non residential spaces
» Ownership status (nmunicipally-owned rental, condom ni un
> Total area of apartnments (m ?)
> Total area of non residential spaces (m 2
> Total area of common spaces (m ?)
» Central heating (yes/no)
» FElevator (yes/no)
» ldentification nunber and area of all building plots ( pozenky)

Most of this information should be obtainable fromthe nanagenent
conmpany or fromthe pasport domu® for the building. For the identification
of building plots, it may be necessary to consult the cadastral office.

Apartnments

Most of the necessary information on apartnents and comerci al spaces
can be obtai ned fromthe housi ng nanagement conpany and from buil di ng
docunents ( pasport donu, pasport bytu,® eviden ni list?). For the rest of
the informati on, a survey of the properties may need to be undertaken.

SLiteral ly, “building passport.” A standard Sl ovak document that contains infornation on various physical characteristi
1 bui | di ng.

6. Apartnent passport,“ a docunent that contains infornmation on the physical characteristics of an apartnent.
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For each apartment in every building, the Housing Ofice should collect
the foll owi ng information:

» Building identification nunber

» Apartnment nunber ( _islo bytu)

» Floor on which the apartnent is |ocated

» Category (I, I, IIl, IV

» (Qccupancy status (occupi ed; vacant--ready for occupancy; vacant--

needi ng renovati on; vacant--bei ng renovat ed)
Tenure of unit (rental, condom nium
Oaner (nunicipality, unit occupant)
Dat e of ownership change
Fl oor space (m?
Patio (m?
Bal cony (m?)
Nunber of roons
Ki tchen (yes, no)
Bat hroom (ful I, half, common outside apartnent, none)
Toil et (inside apartment, common outside apartment, none)
Type of heating
Hot water source
Monthly cl ear rent
» Monthly charges for heat, water, electricity, and other utilities and
services

A4

VVVVVVVVYVYYVYYVY

The fields “Tenure of unit,” “Oaner,” and “Date of ownership change”
shoul d be updat ed when apartnents are sol d.

Nonresi dential Prem ses

For each non residential space in every building, the Housing Ofice
shoul d collect the follow ng information:

» Building identification nunber
» Unit nunber ( _islo jednot.)
» Floor on which the non residential space is |ocated
» (Qccupancy status (occupi ed; vacant--ready for occupancy; vacant--
needi ng renovati on; vacant--bei ng renovat ed)
» Tenure of unit (rental, condom nium
Oanner (nunicipality, unit occupant, condom ni um associ ati on)
Dat e of ownership change
Use (retail store, workshop, garage, etc.)

vV VYV

’A document that contains information used to calcul ate the maxi num all owabl e rent that an owner may char ge.
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Fl oor space (m?
Patio (m?
Bal cony (m?)
Nunber of roons
Ki tchen (yes, no)
Bat hroom (ful I, half, common outside apartnent, none)
Toil et (inside apartment, common outside apartment, none)
Type of heating
Hot water source
Mont hly cl ear rent
» NMonthly charges for heating, gas, water, electricity, and other
utilities and services

VVVYVVVVVYVYVYYVY

Comon Ar eas

The Housing Privatization Law (No. 182/1993) requires that the
muni ci pality conpile a description of the common areas, common facilities,
and appurtenances of the house, stating those parts that are for the use of
only sone owners in the building. Exanpl es of common spaces incl ude storage
roons, boiler roons, and |aundry roons.

For each common area or appurtenance for every building, the Housing
Ofice should collect the follow ng information:

» Building ide ntification nunber
» Description of common area, facility, or appurtenance
» |If useis limted, indicate units that have right to use

Bui | di ng Equi prent

For each major buil ding conponent or piece of equipnent, the Housing
Ofice should collect the follow ng infornmation:

Bui | di ng identification nunber

Descri ption of conponent or equi pnent
Quantity

Model , make, or type

Serial nunber

Year of construction or installation
Year of last major repai r
Description of last najor repair

Esti mated renai ning useful life

Date of useful life estimate

VVVVVVVYVYVYYVY
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Techni cal Condition Survey

For each maj or buil ding conponent or fixture, the follow ng information
shoul d be obt ai ned:

Bui | di ng identification nunber

Descri ption of conponent or fixture

Condition (New, Good, Fair, Poor)

Esti mated anmount for needed repair or replacenment (Sk)
Description of needed repairs or replacenent

VVVYVYYVY

Resi dential and Non residential Tenants

The Housing O fice also should have informati on on tenants who occupy
t he muni ci pal housi ng. For each residential tenant in every building, the
Housing O fice should collect the follow ng information:

Bui | di ng identification nunber

Apart nent nunber

Narme of principal tenant

Nurber of adults and children living in apartnment

VV VY

For each non residential tenant in every building, the Housing Ofice
shoul d collect the follow ng information:

Bui | di ng identification nunber
Unit nunber ( _islo jednot.)
Name of tenant

Type of organization

Cont act address

Pur pose for which unit is used

VVVYVVYVY

Annual | nconme and Operating Expenses

In addition to the above information, it would be very useful for the
Housing Ofice to conpile data on the incone and operati ng expenses for
each building. This type of financial information is very valuable for
maki ng deci si ons about future investnments in the nmunicipality’ s remaining
rental properties. If the municipality’ s housing managenent conpani es are
not recordi ng i ncome and expenses on a buil di ng-by-building basis, they
shoul d begin doing so as soon as possible. This is sinply a matter of
di saggregating all revenues and expenses by buil ding and recording the
buil ding identification nunber along with each incone or expense entry in
t he accounting records.
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The followi ng financial information should be recorded on a nonthly
basi s:

Bui | di ng identification nunber
I ncome fromresidential rent
I ncome fromnon residential rent
» Inconme fromheating, gas, water, electric, and other utility and
servi ce charges
> Building operating and nai nt enance subsi dies recei ved from gover nnment
» Oher incone (describe)
> [Expenses for routine repairs and mai nt enance
> [Expenses for capital repairs
> [Expenses for heating, gas, water, electric, and other utility and
servi ce charges
> Managenent fee (if applicable)
» O her expenses (describe)

vV VYV

REPCRTI NG TO MUNI A PAL OFFI A ALS

The Housing O fice should prepare regular reports on the properties
bei ng managed by the housi ng nanager. These reports should be given to the
Housing Ofice, the Deputy Mayor responsible for residential property
managenent, and any other public officials who are concerned with the
operation of rmunicipal housing. The nature and frequency of these reports
shoul d be deci ded by nunicipal officials. Some suggested reports are:

1) Incone and expense statenents for each managenent firm providing
information both for the nost recent nonth or quarter and cunul ative totals
since the begin ning of the year.

2) A summary of repair statistics for each managenent firm indicating
nunbers and types of conplaints received, answered, and still awaiting
action.

3) A vacancy report for each managenent firm show ng the nunber of
units vacated and assigned during the nonth or quarter and the current
nunber of occupi ed and vacant housing units. The report should al so provide
the nunbers of vacant hous ing units that are ¢ urrently habitable, the
nunber requiring extensive renovation before they can be occupi ed, and the
amount of funds needed to renovate the vacant apartnents.

4) A summary report prepared by the Housing O fice on any significant
managenent problens or situations in the housing stock requiring specia
attention
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PREPARI NG MANAGEMENT CONTRACTS

The Housing O fice should prepare contracts for hiring housing managers.
Sone issues relating to the managenent contract were di scussed i n Chapter
I1. If the municipality decides to bid contracts for new nanagemnent
conpanies, or to rebid the contracts hel d by existing nanagenment conpani es,
then the Housing O fice should prepare the request for proposals fromthe
prospective property managers, receive and process the bid proposals, and
be invol ved in eval uating and sel ecting the proposal s.

APPROVI NG EXTRACRDI NARY EXPENSES

As a neans of maintaining control over the nanage ment activities, the
managenent contract may specify that all repair expenses greater than a
certain monetary limt nust be approved in advance by the Housing O fice.
Al'l such expenses should be consistent with the budget and | ong-term
mai nt enance pl an devel oped by the Housing Ofice and the housi ng manager.
In addition, for contracts above a certain anount it would be a good idea
to require the housing nanager to obtain at |least three bids fromdifferent
conpani es that are able to provide the needed services. It could then be up
to the Housing Ofice or the property nmanager to select the winning firm
This woul d hel p ensure that the service contracts are awarded in the best
interests of the nunicipality.

The Housing O fice should also verify that |arge renovation projects are
conpl eted on schedule and that the work is of good quality. Contracts for
renovati on projects should specify a conpletion schedule with intermedi ate
steps. For exanple, a contract for replacing a roof could have three steps:
clearing the old roof, laying dow the first |layer of roofing material, and
putting on the final roof. Paynents to the contractor could be tied to
satisfactory conpletion of each step. Both the Housing Ofice and the

housi ng manager shoul d i nspect the conpleted work before final pay ment to

the contractor is nade. Fi nal payment should not be made to the contractor

until the Housing O fice and the housi ng nanager are satisfied that the
contractor has conpleted the work satisfactorily. It could also be
beneficial to have a construc tion expert fromthe municipality or an

i ndependent construction or engin eering firminspect the work as well.



48 An Introduction to Asset Managenent

ALLCCATI NG VACANT UNI TS

If the nmunicipality has the responsibility for maintaining the waiting
lists and assi gning vacant apartments, then the Housing Ofice should
conpile information on a regul ar basis on the status of apartment vacancies
and assignnents. One of the nost inportant pieces of information is the
length of tine between the date when the apartnment was vacated and the date
when the new tenant noves into the unit. Knowing this is critically
important to judge whether vacant units are being filled pronptly.

The organi zati on responsi bl e for assigning vacant apartnments shoul d
prepare a nmonthly or quarterly report on unit assignnents that provides the
following informati on during the past period:

Nurber of units vacated during the past nmonth (quarter)
Nurber of vacancies filled during the past nonth (quarter)
Nurber of v acant units as of the end of the nonth (quarter)
O the vacant units, the nunber that are ready for occupancy
Nurber of occupied units as of the end of the nmonth (quarter)
The vacancy rate ®

VVVYVYVYY

RESPONDI NG TO TENANT COMPLAI NTS

As was stated in the Chapter |, the tenant should be considered the
client of both the Housing Ofice and the property manager. If the tenant
is not satisfied, then the housing systemis not fulfilling one of its

primary goals. Nevertheless, it is inportant that the Housing O'fice not
becone conpl etely bogged down with taking conplaints fromtenants.

When a manager first takes over a property, the nunber of conplaints nay
initially be quite large. If these conplaints are handled with sensitivity
and a synpathetic ear, the nunber will significantly decline and becomne
manageabl e. Mbst tenants want to know that their conplaints are being heard
and taken seriously. If they are convinced of the good intentions of the
managenent conpany and the Housing O fice, then they will be nore
under st andi ng about having to wait for a resolution to their problem This
approach will go a long way toward reduci ng the vol ume of conplaints that
the Housing O'fice and the housi ng manager nust address.

The Housing O fice should establish a proper conplaint procedure so that
tenants can voice their concerns w thout taking an excessive anount of the
Housing Ofice’'s time. The conpl aint procedure could require tenants to

The vacancy rateis equal to the nunber of vacant units divided by the total nunber of occupied and vacant units. The
incy rate does not include permanent|y uninhabitable units.
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submt their conplaints first to the appropriate representative of the
housi ng managenment conpany either orally or, if the tenant prefers, in
witing. If the situation is not resolved satisfactorily within a specified
period of tine, then the tenant could be required to report the situation
to a supervisor at the housing nmanagenment conpany.

If the conplaint is still not resolved to the tenant’s satisfacti on,
then the tenant may forward the conplaint to the Housing O fice in witing.
The witten conplaint should contain the foll ow ng:

1) A statenent of the conplaint.

2) The date on which the original conplaint was nade to the housing
nmanager .

3) The date on which the conplaint was addressed to the housing
managenent conpany supervi sor and the name of the supervisor.

4) A description of how the problemcurrently stands.

If this procedure is not followed, the Housing Ofice should return the
correspondence to the tenant along with a printed copy of the conplaint
reporting procedures.

It is inportant that the anount of tinme spent dealing with tenant
conpl aints be kept low so that the staff will have tinme to carry out other
important duties. It is vital that the Housing Ofice be able to review
reports and ot her documents provided by the housi ng managers and that they
have tinme to make inspections of the buildings. Such activities will |ead
to a direct inprovenent in building services, which is in the interests of
the tenants.
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V.
MONI TORI NG HOUSI NG MANAGEMENT  PERFORMANCE

One of the nost inmportant responsibilities of the Housing Ofice is to
nmoni tor the performance of the housi ng managenment conpani es. This chapter
will explain in nore detail how the Housing Ofice can nore effectively
over see housi ng management activities.

MONTHLY REPORTI NG REQUI REMENTS

The housi ng manager should be required to submt regular reports on the
bui | di ngs under his care. This will allow the Housing O'fice to nonitor
both the performance of the housi ng manager and the condition of the
housi ng stock. Wthout tinely, relevant information, it is inpossible for
the municipality to know whether its property is being maintained properly.
The reports will also help the nunicipality to nmake informed choi ces
regarding future investnments in the housing stock or decisions about sales
of housing units.

The current practice in some municipalities is for the housi ng manager
to provide summary financial reports that contain very few categories of
bui | di ng expenses and revenues. The information in these reports is an
aggregate of the financial transactions of all the buildings in the housing
manager’s portfolio, so that it is not possible to determ ne the financia
condi tion of individual buildings or even of smaller groups of buildings.

ot ai ning reports on a buil di ng-by-building basis can be very val uabl e
for the Housing Ofice, the nunicipality, and the housing manager. This
information can be used to identify buildings that are the nost costly to
operate, allowing one to direct efforts toward reduci ng the cost of
operating these buildings. In addition, such information is hel pful in
determ ni ng aspects of housing privatization policy, such as which
bui | di ngs shoul d be privatized and what an appropriate sales price shoul d
be. It is beneficial, therefore, if the managenent conpani es produces
financial reports on a buil di ng-by-buil ding basis.
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Even in a small city with only 100 residential properties, it would not
be possible for the Housing Ofice to exam ne every report for every
bui |l di ng. Instead, the Housing Ofice should sel ect several buildings each
nmonth and carefully review the reports for those buildings. If there are
probl ens or questions, then these should be taken up with the housing
manager. |n subsequent nonths, the Housing Ofice should review the reports
for buil dings where problens were previously discovered to see if the
situation has inproved, renained the same, or has gotten worse.

The muni ci pality should only require the housing manager to provide
information that it needs and is able to use. Sinply denandi ng that the

housi ng nmanager submt reports is not sufficient ¥t hose reports nust be
used by the Housing Ofice and municipality officials to assess the state
of the housing stock and the performance of the managenent conpany.

Al though there are many different types of reports that the managers coul d
provide, there are a few extrenely inportant ones that all housi ng managers
shoul d submt. These are the vacancy report, the collection report, the

del i nquency report, the incone and expense statenment, the cash fl ow
statenent, and the repair report. Each of these reports is described
briefly bel ow

Vacancy Report

One of the nost serious problens facing municipalities in operating
residential property is the lack of revenues avail able for housing. Rents,
whi ch are very |ow, cannot be increased above the limts set by law, and
ot her neans of raising revenues (taxes, fees, etc.) are also linmted. Gven
this situation, the municipalities nust do everything they can to elimnate
any | oss of revenues.

There are two basic types of housing revenue | oss ¥2vacancy | oss and
del i nquency (or collection) loss. The first will be discussed here, the
second under the Collection and Del i nquency Reports. Vacancy loss is the
| oss of rental income due to vacant units. \Wen apartnments or comercia
spaces are unoccupi ed, they are not generating any revenue. Wiile a certain
amount of vacancy loss is normal for any property, the nunici pality shoul d
strive to have nearly all units occupied in its buildings and to keep at a
mninmumthe time it takes to nove a new tenant into a vacant apartment. Due
to the existing shortage of housing, it is inadvisable to allow units to
sit vacant for long periods of time; keeping vacancies to a mnimmwl |
also result in financial gains.

The Vacancy Report provides the Housing Ofice with infornmati on needed
to nmonitor vacancy losses. At a mninum the report should list the vacant
units in each building, indicating for each one the date when the unit was
vacated, the type of work that needs to be performed in order to prepare
the unit for the next tenant, a cost estimate for this work, the expected
conpl etion date for the renovations, and the expected nove-in date of the



m: ABC s. ro.

r Month Ended, __February , 19 93

ilding addressapt er AngliokéniliZor i ng Housi ng Management Per f or mance

slo _ast:

Date
vacated

1.2.93

15.2.93

1.3.93

1.3.93

53

1 _islo popisne: 1234
Proposed
Apt. Completion Cost of Move-In
Number Work Needed Date Refurbishment Date
7 Painting, new linoleum, 28.2.93 20 655 Sk
new bedroom window,
cleaning
12 Painting, new toilet, new 7.3.93 16 450 Sk

bathroom sink, new light
fixtures, cleaning

1 Cleaning 5.3.93 400 Sk

19 Painting, Cleaning

new t enant (Sanpl e Vacancy Report #1). The report format can be further
augnented by adding the actual renovation costs and the cumul ative rent
loss attri but able to the vacant units (Sanpl e Vacancy Report #2).

Wth the information in the Vacancy Report, the Housing Ofice can keep
track of vacancy | osses and gauge the effectiveness of measures to
elimnate them In the Wst, it is normally the housi ng manager’s
responsibility to ensure that vacancy | osses are kept as | ow as possible
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because the housi ng manager is responsible for all aspects of occupancy
manage nent ¥sadvertising apartnents, nmaintaining waiting |lists, preparing
vacant units for occupancy, and selecting new tenants. In nmost Sl ovakian
muni ci palities, however, the housing managers do not carry out all of these
functions. They do not, for exanple, select new tenants.

Because of this division of responsibilities between the housing
managers and the nunicipality, the housing manager cannot be held solely
accountabl e for revenue | osses due to vacanci es. Neverthel ess, the Housing
O fice should ensure that those parts of the process that are the housing
manager’s responsibility are carried out with mninumdel ay. For exanple,
the municipality could require the housing manager, w thin one week of an
apartment being vacated, to inspect the unit and to prepare a witten cost
estimate for any renovations that are needed before a new tenant can nove
in. The Housing Ofice and the housi ng manager woul d then agree upon a date
when the renovations should be com pleted. Providing deadlines to conplete
these tasks will reduce the tinme needed to prepare apartnents for new
tenants and reduce vacancy | osses.
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Month Ended,

Iding address:

o _ast:
Date

'acated

1.2.93

15.2.93

1.3.93

1.3.93

March
Anglicka 12

, 1993

1 qgﬁ)pﬁo%ﬁsnb! | :ﬁ&ni toring Housi ng Managenent Perfornmance 55
Apt. Work Needed Estimated Comple- Rent Actual Work Cost of Proposed
No. cost tion Date Loss Done Refurbish- Move-In

(Sk) (Sk) ment (Sk) Date

7 Painting, new 20 000 28.2.93 600 Painting, new 20 655

linoleum, new linoleum, new

bedroom window, bedroom window,

cleaning cleaning
12 Painting, new toilet, 15 000 7.3.93 450 Painting, new 16 450

new bathroom sink, toilet, new light

new light fixtures, fixtures, cleaning

cleaning
1 Cleaning 400 5.3.93 300 Cleaning 400
19 Painting, Cleaning 7 150 300

It should be pointed out that the municipality may wish to | eave an

apartment unoccupied if the cost of
than the expected rent

renovating the unit

is nmuch greater

revenue that would be received if the unit were



56 An Introduction to Asset Managenent

occupi ed. For exanple, suppose that a vacant Category IV ° apart nent

requi res renovations of 10,000 Sk before it is fit to be occupied. If the
rent for this apartnment is only 100 Sk per nonth, then it will take nore
than eight years before the investment is repaid. 2 1nthis case, using its
noney to renovate apartnments that will yield a greater financial return on
its investment may be better for the municipality. O course, if neglecting
mai nt enance on this unit would result in danage to other parts of the

buil ding (for exanple, if there is a problemw th the plunbing in the
apartment), then these repairs should be conpleted to avoid serious damage
to the building. If an apartnent is deermed uni nhabitable, then the
muni ci pality should seal it shut to prevent anyone from occupying it
illegally.

Col  ection and Del i nquent Tenant Reports

The ot her type of revenue loss that the nunicipality should try to
elimnate is | oss due to nonpaynent by tenants, or del i nquency | oss .
Al'though the | aw states that a tenant can |l ose the right to occupy his
apartnment for nonpaynent of rent for three consecutive nonths, it is a
difficult and time-consum ng process to evict a tenant and up until now
this neans of enforce nent has not been w dely used. Nevertheless, if the
muni ci pality is going to be able to have sufficient funds for repairs,
renovations, and utilities, then it nust take all possible steps to ensure
that every tenant pays her fair share of rent and other charges.

It is one of the housing manager’s nost inportant responsibilities to
see that the tenants pay their bills in full and on tinme. If a tenant does
not pay by the required due date, then the manager shoul d take appropriate
steps imrediately to correct the situation. Initially, this may involve
sending a witten notice to the tenant requesting paynent. If the problem
persists, the housi ng manager may need to discuss the issue with the tenant
in person, or, if necessary, take |legal action against the tenant.

Even t hough the eviction process can be costly and ti me-consum ng,
having strictly enforced rent collection practices is essential. Wile it
may not seemworth the expense and effort to force a single delinquent
tenant to pay, one nust consider the | arger conse guences of not enforcing
paynment. If the nunicipality does not take action against one deli nquent
tenant, then other tenants will be encouraged to withhold their paynents as
well and the situation will soon get out of hand. There is also a question
of fairness. If the nunicipality does not force delinquent tenants to pay,
it would, in effect, be penalizing those tenants who do pay.

%The | owest Ievel of apartnent quality in Sl ovakia, neasured in terns of the physical facilities provided (central
ing, elevator, w.c., and so on).

OThis, of course, is an overly sinplified analysis, since it does not take into account either the possibility of future
increases or the effects of inflation on the value of future rent receipts.
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Two reports are designed to allow the Housing Ofice to nonitor the
amount of past due rent. The first is the Collection Report (see sanple),
whi ch shoul d be submitted every month. It lists the total anount of charges
assessed and paynents received for each building in the manager’s
inventory, as well as the accunul ated unpaid charges to date. 1 This report
can be used by the municipality to judge how effective different housing
managers are in reducing tenant nonpaynent. The nunicipality should set a
standard for collection arrears that all nanagers should be required to
mai ntai n. For exanple, the standard could be that accumul ated arrears
should total no more than 10 percent of total expected gross collections.

Lhis sinpl e collection report contains the mni mum anount of infornmation that should be reported each nonth. There can

) be other versions of this report that provide nore detailed informati on. For exanple, instead of listing totals by

ding, the report could list separately the total accunmulated arrears for each tenant who has not fully paid his rent and
r charges. In another version of the report, called an aged delinquency report, the amounts owed by the tenants would be
:en down by the length of time that the paynments are past due (0 to 30 days, 30 to 60 days, 60 to 90 days, and over 90

).
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MONTHLY COLLECTI ON REPORT

tnagement company: ABC,sro
apared: 8 November 1993

port for: August 1993

Occupied Vacant Payments
units units e Amount Unpaid
no. Res. Comm. Res. Comm. Rent Other Total received balance
-0100 24 0 0 0 11300 14600 25900 25900 0
-0102 19 2 1 0 19600 12000 31600 30500 1100
-0103 12 1 0 0 3430 4680 8110 4024 4086
-3034 75 0 0 0 75620 112000 187620 184310 3310

ITAL 2431 109 11 0 422460 505090 927550 879400 48150
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A second report, the Delinquent Tenant Report, consists of a list of
tenants who have not paid rent or other charges. The report should list the
narme of each delinquent tenant along the total ampunt of unpai d charges.
The Housing O fice should examne the report to see if there are many cases
where tenants have not paid for several nonths. The Housing O fice shoul d
also see if the list of delinquent tenants is growing fromone report to
the next. If so, the matter should be discussed with the housi ng manager to
learn why this is the case and what can be done to reverse the trend

Reports on del i nquenci es accunul ated by the nmunicipality also may be
useful in influencing national policy on the rights of property owners and
tenants. If municipalities can docunent that they are | osing a | arge anount
of revenue fromtenant nonpaynent, the national governnent nay decide to
nmodify the law to make it easier to collect past due rents.

I ncone and Expense Statement and Cash Fl ow St at enent

Regul ar financial reports are very inportant for the municipality to be
able to nmonitor the practices of the housing manager and to verify that
bui | di ng funds are being spent properly. At a mninmm the housi ng manager
shoul d provide the nunicipality with monthly financial statenments on the
entire portfolio of buildings that he is managing. It would be nuch nore
useful, however, if these statements could be prepared on a buil di ng- by-
bui |l di ng basis or separately for subgroups of buildings. This information
woul d hel p the Housing Ofice and the housing manager to identify specific
bui | di ngs that are expensive to operate. Wth this list of buildings, a
further analysis could be undertaken to find the specific building systens
that are responsible for the higher costs and to develop a plan for
control ling those costs.

The inconme and expense statenent and the cash flow statenent (see
sanpl es) are two basic financial reports that the housing nanager shoul d
provide to the Housing Ofice on a monthly basis. The accounting and cash
handl i ng procedures that the nmanagenment conpani es nust foll ow shoul d be
specified in the managenent contract. Al conpani es nmust use doubl e-entry
accounting procedures as required under |law (Act no. 563/1991 Coll.).
Accounting records for mnunicipal property nust be kept separately fromthe
accounting records for the managenent conpany’s operations or fromthe
accounting records for buildings belonging to other owners. In addition,
all managenent firnms should be required to use the sanme chart of accounts
for recording building transactions.

The housi ng manager should be required to keep building accounts in a
conputerized format. In addition, each accounting entry should be coded
with the _islo _ast and _islo popisne of the building to which it applies
This will permt the extraction of income and expense data for individua
bui | di ngs. The housi ng manager should al so maintain a separate bank account
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for the operating funds of the buildings that it is managing for the
muni ci pality. Only income fromthe nunicipal buildings should be put into
this account, and only paynents for acceptabl e building expenses shoul d be
paid fromthis account. !? The housing nmanager shoul d never use noney from
this account to pay for expenses that ought to be covered fromthe
managenent fee. The municipality may al so want to establish a separate bank
account for keeping funds that are set aside for major building repairs.

There are two different nethods for recording i ncome and expenses Y2t he
cash basis and the accrual basis. Large firns using doubl e-entry accounting
are required to keep accounts on an accrual basis, while snaller, not-for-
profit organizations are allowed to use single-entry accounting on a cash
basis. The difference between cash basis and accrual basis has to do with
when and how i ncone and expenses are recorded.

When accounts are kept on a cash basis, incone and expenses are recorded
when noney is actually received or paid. For exanple, rent fromM. Novak
woul d be recorded as inconme only when the cash paynment from M. Novak is
received by the housing manager. Simlarly, a charge froma contractor for
el evat or mai nt enance services would be recorded as an expense only when the
housi ng manager actually pays the contractor.

2/h the u. S., it would be common practice to have separate bank accounts for each property.
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When accounts are kept on an accrual basis, incone and expenses are
recorded when they are incurred. So, the rent from M. Novak woul d be
entered as incone on the building account when the rent charge is assessed
to M. Novak, and not when the noney is received. The charge fromthe
contractor would be entered as a buil di ng expense upon recei pt of an
i nvoice fromthe contractor. The advantage of the accrual nmethod is that it
provides a conplete picture of the financial situation of the building.

When accou nts are kept on an accrual basis, it is possible to extract
fromthe accounting records information on a cash basis as well. The two

financial reports %the incone and expense statenent and the cash fl ow

statenent ¥differ primarily in that the former sunmmarizes the financia
situation of the property on an accrual basis and the latter on a cash
basis. Therefore, the income and expense statenent provides a picture of
the financial situation of the property, taking into account income that is
owed to the property and paynents that must be made on behal f of the
property. The cash flow statenent, on the other hand, indicates the cash
situation of the property based on the actual flow of noney into and out of
the property’s bank account.

A second difference between the two reports is that the incone and
expense statenment includes a conparison to the budgeted anmounts for each
i ncone and expense item For both the current nonth and the period fromthe
begi nning of the year to the current nonth, anmount of incone and expense is
given along with the budgeted anmount for that item and the difference
between the two. This allows one to see instantly whether the property is
over or under budget for specific income and spendi ng categori es.

Repair Log and Summary Reports

The muni ci pality shoul d require the housi ng manager to keep a | og of
tenant conplaints and standardi zed repair records. The repair records
shoul d include at |east the follow ng i nformation:

» Building identification nunber

> Date when the repair order was generated

» Description of the work

» Type of repair (emergency, vacant unit preparation, normal, or
preventi ve mai nt enance)

» Nane of the tenant naking the conpl ai nt
Dat e when soneone was sent to investigate the conplaint
Dat e when the conpl aint was resol ved
Description of the resolution (repaired, not repaired, etc.)
Costs of |abor and any needed materials

VV VY
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In addition, if a contractor conpleted the repair, the record should
record the date that the nanagenment conpany inspected the work.

Each repair record should be coded by type of repair so that at the end
of each nmonth, the housing manager can submt a sunmary of repair costs and
a summary of repair requests (see sanples). These summaries should list the
nunber and cost of repair requests and conple tion dates for different
bui |l di ng systens. This will allow the Housing Ofice to find out if the
housi ng manager is effectively dealing with all repair requests, or if a
backl og of requests is devel oping. The Housing Office will also be able to
identify the specific building systens that are responsible for the | argest
nunber of repairs.

BU LDl NG | NSPECTI ONS

One of the nost valuable tools the Housing Ofice can use to eval uate
the per formance of the housi ng managenent conpanies is direct observation
that is, periodically visiting a sanple of buildings. Because the Housing
Ofice my be responsible for nonitoring as many as 2,000 to 5,000 units,
only a few buil dings can be inspected each month. By visiting a
representative sanple of buildings, however, the Housing Ofice can forma
good opi ni on about a housi ng manager’ s performance.

The Housing O fice should choose between ten and fifteen buil dings (or
nmore if the buildings are small) to inspect during any nonth. The actua
nunber should be sufficient to ensure that during the course of the year
all of the buildings are inspected at |east once. Buildings chosen for
i nspection each nonth should include a variety of sizes and construc tion

types.

It is preferable that no advance notice of the inspections be given to
t he housi ng manager, except that which is necessary to all ow the Housing
Ofice to enter vacant units and, in sonme cases, occupied units. Tenants
shoul d receive at |east 24 hours’ notice before an apartment inspection

A routine building inspection should take no | onger than 30 to 45
m nutes. Detailed inspections will take |onger, but these can be done I|ess
frequently. The managenent criteria defines the housing manager’s specific
responsibilities for a building or group of buildings, and so these
criteria provide a framework for the inspection. For instance, if one
criterion is that the public areas nust be kept clean and the stairways
swept, the Housing Ofice would want to pay attention to the |evel of
housekeepi ng in the buil ding.
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I nspections should include the follow ng areas: entry way to the
bui | di ng, common areas (stairways, hallways, |obbies), elevators, equip ment
roons (heating, ventilation, elevator), basements, storage areas, roofs,
vacant units, one or two occupied units (optional), building periphery
(backyard, garden, etc.) Special attention should be given to the building
exterior, particularly to the wi ndows, doors, joints between concrete
panel s, rain gutters, and downspouts.

Even t hough thoroughly inspecting some buil ding systens requires
techni cal expertise, the Housing Ofice should know enough to be able to
descri be obvious problens. Nevertheless, it mght be beneficial to have
sone construction or technical experts acconpany the Housing O'fice on the
first few building inspections. The experts could alert the Housing Ofice
to the types of problens to ook for and coul d provide basic information
regardi ng building systens. These inspections are not nmeant to repl ace any
legally required inspections by technical experts (such as inspections of
fire control systens). Rather, they are intended to provide the Housing
Ofice with a general inpression of the housing manager’s perfornmance and
the state of the property.

In order to have easy access to the building, both the housing manager
and the Housing Ofice should have keys to enter all public spaces of
muni ci pal | y-owned buil dings. This is necessary not only so that the
bui | di ng may be inspected, but also so that it nay be entered easily in
case of an enmergency. The keys shoul d be clearly | abel ed and kept securely
in a well-organi zed manner, such as hangi ng on hooks in a | ocked cabi net.

Inthe US., it is normal for the housing manager to have keys not only
to public areas, but keys to every apartnent as well. Tenants are not
allowed to add or renove apartment door |ocks unless such a change is
approved by the housing manager. This allows the manager to enter the
apartment in case of an emergency and to perform nmai ntenance and repairs
when the tenant is not at home. Except in energencies, however, the manager
is generally not allowed to enter the apartnment w thout providing 24 hours’
notice to the tenant.

The fact that a U S. housi ng manager woul d have keys to the tenants’
apartnments and a Sl ovak housi ng manager probably would not is indicative of
the different approach to rental housing in the Wst, where the rights of
the property owner are stronger than they are in Slovakia. It is likely
that nost Slovak tenants woul d object to the housing nanagers havi ng keys
to their apartnents. In addition, given the fact that nost mnunicipally-
owned apartnents will be privatized in a few years, it does not seemworth
the effort for the nunicipality to try to collect keys for all apartnents
at this tinme.

Nevert hel ess, once nost of the units have been privatized the
muni ci pal ity shoul d consi der obtaining keys for all apartments that remain
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inits owner ship. This could be done as part of a nodernization program
where the apartnment doors are replaced or repainted and the door | ocks

repl aced with ones of a uniformdesign. Having a standard design of | ocks
wi Il make repairing them easi er because a supply of spare parts can be kept
in stock. Once their | ocks have been repl aced, tenants shoul d be prohibited
from addi ng or changi ng | ocks w thout prior permssion of the housing
nmanager .

Al'l property inspections nmust be documented in witing. A sanple
bui | di ng i nspection formis provided in Annex A. If the Housing Ofice
noti ces defects or conditions requiring attention, then these itens shoul d
be noted. Follow ng the inspection, the Housing Ofice should informthe
housi ng manager of any probl ens di scovered, and the Housing Ofice shoul d
followup later to see if the probl ens have been corrected. The witten
i nspection records will also be useful for evaluating the nmanager’s
performance during the annual eval uation.

LOG OF TENANT COWVPLAI NTS

Wi le receiving conplaints fromthe tenants will inevitably be a part of
the Housing O'fice’s job, this task could easily consune all of the staff’s
time. As was discussed earlier, however, the amount of tinme spent dealing
with tenant conplaints should be kept to a mnimmso that the Housing
Ofice is able to deal with other inportant matters.

The Housing O fice should keep a | og of tenant conplaints. The
conplaints in this log should be coded so that statistics on the types of
conpl aints could be produced on a monthly or quarterly basis. A set of
sanpl e categories for coding conplaints is given in Figure 10. For
instance, it would be valuable to know if nost conplaints have to do with
problens related to the maintenance of building systens or with tenant-
managenent di sputes. Furthernore, by dividing naintenance-rel ated
conplaints into different categories, the Housing Ofice would obtain
val uabl e i nformati on concerning the nature of the physical problens in
different buildings. If the conplaint |ogs are separated by managenent
conpany, such informati on would al so be useful for evaluating the
performance of the housi ng managers.

The foll owing woul d be useful information for the Housing Ofice to
obtain fromthe coded conpl ai nt | ogs:

1) How many conpl aints were recei ved from buil di ngs managed by each
housi ng manager ?

2) Wiat is the ratio of tenant conplaints to the nunber of units in each
housi ng manager’s portfolio during a given nonth?



Figure 0% Categories for Coding Tenant Conplaints
1. Maintenance problems connected with building systems:
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1.1 I‘I(:‘ollillg 1.4 vvalter
1.2 Electrical 15 Waste lines
1.3 Gas
2. Structural and construction related problems:
2.1 Roof 2.5 Insulation
2.2 Chimney 2.6 Windows and Window Frames
2.3 Foundation 2.7 Doors and Door Frames
2.4 Panels
3. Maintenance problems connected with building systems affecting unit interiors
4, Disputes with housing management about rent and other charges
5. Lack of cleanliness, sanitation of the building - evidence of rodents or vermin
6. Problems between tenants

3) How many conplaints were received per buil di ng?

4) How many conpl aints were recei ved of an admi nistrative nature? Wuat is
the ratio of adm nistrative conplaints to the nunber of units in the
housi ng nanager’s portfolio?

5) How many mai nt enance conplaints for each category were received for
each buil ding? For all of the buildings?

A relatively | arge nunber of conplaints received fromthe tenants of a
particul ar managenent conpany does not necessarily indicate that a housing
manager is doing a poor job. The properties operated by that managenent
conpany may have been in worse condition than those of other managers.
Nevertheless, it is inportant that the Housing Ofice nonitor the nunber of
conpl ai nts and i nvesti gate why sone housi ng managers’ tenants may be
conpl ai ni ng nore than others’.

ANNUAL PERFCRVANCE REVI EW

In addition to nmonitoring the housi ng manager’s conpliance with the
managenent contract on an ongoing basis, the Housing Ofice should assess
the overall performance of the housi ng managenent conpani es annual ly. These
annual performance eval uations or annual perfornmance reviews should be as
obj ective as possible. The Housing Ofice should judge each housing
managenent firmon the sane basis and using the sane set of criteria. It is
a good idea for the Housing Ofice to have a managenent review form that
specifies the topics or areas to be evaluated. The sane form shoul d be used
when conducti ng the managenent revi ew of each conpany. (A suggested fornmat
for the nmanagenent reviews may be found in Annex B.)
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The housi ng managenent conpany should be notified at |east two weeks
bef ore the schedul ed revi ew and shoul d be given an indication of what the
reviewer will focus on. During the actual review, the Housing Ofice should
note any findings on a copy of the review formand should prepare a final
report back at the office. A copy of the report should be given to the
housi ng nmanagenment conpany, with the original kept on file in the mnunicipa
housi ng of fi ce.

As part of the annual review process, the housi ng managenent conpany
shoul d submt to the nunicipality an audit of its financial records
conducted by an independent, profes sional accounting firm The purpose of
the audit is to provide assurance that the nmanage ment conpany is follow ng
standard and acceptabl e accounting practices and that the financi al
i nformation being provided to the nunicipality is conplete and correct. The
selection of the accounting firmperformng the audit should be approved by
the rmunicipality.

Before the review, the Housing Ofice should exam ne all information
that the depart ment has on file for the properties in the housing manager’s
portfolio. This information should include any reports on the physical and
financial status of the buildings, vacancies, delinquencies, and tenants’
conpl ai nts.

It is generally better to do a nanagement review for individua
bui | di ngs, rather than for a group of buildings. This is only possible if
records are kept on a buil ding-by-building basis. If the reviewis to be
done for a single property, the Housing Ofice should visit the site and
spend a sufficient amount of tine wal king through it and exam ning buil di ng
conditions. If the reviewis to be for the entire portfolio of a housing
manager, however, a group of properties should be chosen by the Housing
Ofice to visit. The sanple of build ings should include buildings of
different ages, physical condition, and construction type.

Wiile the site visit is inportant, particularly if the reviews are to be
done on a conpany-by-conpany basis, it is necessary for the reviewer to
spend tinme at the office of the housing nmanager. This is because the
properties thensel ves do not have admnistra tive offices, and nost, if not
all of the properties’ records are kept at the office of the housing
nmanager .

The results of the performance reviews should be witten up by the
Housing Ofice in a report for the Mayor or the Deputy Mayor responsible
for municipal housing. In the case of a negative report, the municipality
may decide to take corrective or punitive action against the housing
manager, depending on the course of actions permtted by the managenent
contract.
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VI,
CREATI NG | NCENTI VES FOR | MPROVI NG MANAGEMENT SERVI CES

Under the old system of housi ng managenent, the state-owned nanagenent
enter prises had little incentive to control costs or to provide better
servi ces. Consequently, large anounts of noney were spent on the housing
stock each year, but the properties con tinued to be poorly maintained. The
use of private managenent firns is a first step toward inproving this
situation. Privatization alone will not be sufficient, however, if the
proper environment is not created to encourage better perfornmance and
greater efficiency.

Thi s chapter discusses how nunicipalities can build an environnent where
good performance by the nanagenment conpanies is encouraged, |eading to
hi gher quality of services for the tenants in public housing.

PROMOTI NG COVPETI T1 ON | N MANAGEMENT SERVI CES

Many municipalities currently enpl oy only one managenent conpany to
operate all of their residential properties. If a nunicipality has a
sufficient nunber of properties, it may wish to consider further dividing
the housing stock into segnents and hiring additional nmanagenent conpanies
to manage each segnent. One advantage to doing this is that the
muni ci pality would autonatically obtain nore detailed data on its housing
stock because nore nmanagers woul d be reporting on a snaller set of
bui | di ngs.

A second advantage to hiring additional mana gement conpanies is that it
woul d create a greater sense of conpetition anong the managenent firns. At
present, nmost municipali ties have no alternatives for housing managers
ot her than the housing enterprise that they currently enploy. By creating
opportunities for nore firnms to get into the housi ng manage ment busi ness,
the municipality will provide itself (and other owners) with nore options
for housi ng managers.
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Al t hough there may not be other conpanies in the nmunicipality that
currently have experience w th housi ng managenent per se, this should not
be seen as an obstacle to hiring new managers. Experience has shown that
many firns who have experience in related areas, such as mai ntenance
services or construc tion, can nake very good housi ng managers.

The key to selecting a good managenent conpany is to have a clear,
conplete definition of the duties and responsibilities of the housing
manager and to use an open, conpetitive process for evaluating the
qualifications of prospective managers. The definition of the hous i ng
manager’s responsibilities is basically the sane as that in the nanagenent
criteria discussed previously. For evaluating and selecting firns, the
muni ci pality should follow the basic steps of a conpetitive bidding
pr ocedur e:

1) The nunicipality issues a request for proposals , which specifies the
types of managenent services that it is seeking.

2) Each prospective managenent firmsubmts its proposal , that is, a
description of their qualifications and any other nmaterials required by the
request for proposals.

3) The municipality reviews the proposals submtted by managenent firns.
The municipality will probably want to schedule interviews with the firns
to obtain nore details about their qualifications and conpetency in
different areas.

4) The municipality selects one or nore firns based on the infornmation
provided in the proposals and interviews.

5) Legal contracts are executed between the nunicipality and the
managenent firnmns.

These steps are explained in nmore detail in the remainder of this
section.

Request for Proposals

The request for proposals is a witten set of specifications that
provi des details regardi ng the managenent services that the owner is
seeking. The use of a witten request for proposals creates an objective
met hod for soliciting and anal yzi ng conpeting bids. It ensures that al
prospective contractors understand the services that they nust provide and
makes it easier to conpare the responses, since each bidder provides the
sanme i nformati on and answers the sane questi ons.

The request for proposals should be as preci se as possible regarding the
tasks that the housing nanager is expected to perform If the request for
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proposals is very specific, the prospective housi ng managers will be able
to evaluate realistically their ability to nmeet the nmunicipality’'s

requi renments, and the municipality will be able to adequately judge the
conpetency and ability of each of the applicants.

The first step in devel oping a request for proposals is to decide on the
types of services that the nunicipality wi shes the managenent firmto
provide and the tasks that the manage nent firmw |l be expected to carry
out. For exanple, the nmunicipality may specify that the managenent firm
must keep financial records for the buildings, repair major building
systens (heating, electrical, plunbing, ventilation), clean public spaces
in the building, and maintain the | andscaping of the building site.

Once the managenent responsibilities have been defined, there are other
i ssues that the nunicipality nust consider:

» \What is the schedule for hiring the nanagement conpany? What shoul d
be the deadline for submtting proposal s? Wien will the final selections be
nmade?

» Are there any nunicipal requirenents or certifications that a
prospective nmanager nust neet? Must the firm have any |icenses or
registrations in order to be eligible for consideration? Is there any type
of insurance that the firmumust carry?

» \What skills does the nmunicipality want to enphasize? Are certain
skills, experience, or education so inportant that a prospective manager
shoul d not respond unless he nmeets these criteria?

» WII the managenent fee be specified in the request for proposals, or
will the firms be asked to propose a fee amount? WIIl the request for
proposal s indicate an upper limt for the managenent fee?

» Howw |l the selection process work? Wi | the nunicipality require
only witten proposals? WIIl there be interviews? WI| the manager have to
provide a specified nunber and type of references? If the firmis managi ng
other properties already, will the nmunicipality want to inspect then?

» Howw |l the municipality evaluate the responses? WI| al

qualifications be consid ered equally inportant, or will sonme qualifications

be given nore weight than others? WIIl a rating systembe used with points
assigned to each criteria?

» WII there be arequ ired format for the proposal ? Wiere and when nust
the proposals be submtted? How nany copi es of the proposal mnust the
managenent conpany provi de?
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» How w |l prospective bidders by contacted? Is there an existing |ist
of “pre-qualified” companies who will be notified by mail? WIl a genera
noti ce be posted at the city hall or in the newspaper?

» Howw Il firms receive the request for proposal s? Can conpani es
request a copy by mail? Must they pick up copies at a specified tinme and
| ocation? WII the conpanies have to pay for the request for proposal s?

The Housing O fice should also include in the request for proposals al
of the necessary information about the properties to be managed. This would
i ncl ude a physical description of each property, a summary of its financia
condition, the ownership structure of the prop erty, and any other speci al
conditions that m ght affect the nmanagenent of the property.

An outline of a typical request for proposals is presented in Annex C
The information in the request for proposals should be presented in a clear
and conci se manner so that there is no confusion on the part of the
bi dders. The nunicipality also wants to state the infor mation in a way that
requires the managenent firms to think about their responses, and not
sinply repeat information that has al ready been provided. The goal of the
request for proposals is to solicit as nmuch relevant information as
possible and to have that informa tion presented in a way that shows whether
the bi dder has a cl ear understandi ng of what the nunicipality needs.

As part of the distribution of the request for proposals, the
muni ci pality may wish to hold a Pre-Bid Conference . This is a neeting at
whi ch specific questions regarding the request for proposals nmay be
answered and additional information provided by the municipality. A tour
and i nspection of one or nore properties may al so be provided at that tine
(or this may be done later). The municipality may make attendance at the
Pre-Bid Conference a requirenent for all firms who wish to submt a
pr oposal

Sel ection Process

Once the nmunicipality has received all of the proposals, it nu st begin
the process of selecting one or nore managenent firnms. I n devel oping a
sel ection process, the goal is to create a fair and equitable opportunity
for all eligible bidders to denonstrate their ability to manage the
properties. To achieve this goal, a detailed selection process shoul d be
set up in advance that clearly explains how the proposals wll be judged
and how the decision of which firns to hire will be nmade

The following itens should be considered in formulating sel ection
criteria:

» \What skills nust the bidder display? Are sone skills nore inportant
t han ot hers?



Creating Incentives for |Inproving Managenent Services 73

» WII the decision be nmade by a commttee? If so, who will be on the
commttee? How wi Il the decision be reached (consensus, a formal vote,
etc.)?

» WII there be interviews of all bidders? For the finalists? How w ||
the interviews be conducted? WIIl there be oral or witten questions? WII
the bi dder be asked to nake a presentation? How long will the interview
t ake?

» WII references be required as part of the selection pr ocess? Witten
or oral? Wio will contact the references? WI|l the references be asked a
predeterm ned set of questions?

One possibility is to use a “points” systemfor ranking each of the
proposal s. A maxi num nunber of points could be assigned to different parts
of the proposal, and the committee coul d deci de how many points to award to
each candidate. This provides a nore objective basis for ranking each
proposal, and allows different parts of the proposal to be weighted
according to inportance. For exanple, a firmcould receive a maxi numof 50
poi nts for denonstrating conmpetence in heating system nai nt enance but only
a maxi mum of 20 points for cleaning services.

An interview can be an inportant source of information for choosing a
contractor. It provides the nunicipality an opportunity to obtain nore
details on the nmanager’s pro posal. A set of questions should be prepared in
advance and a witten record kept of the interviews. This will allow an
assessnent of the selection process should questions arise afterwards.

Regardl ess of how the final decision is reached, it is inportant that
the selection pro cess be as straightforward and open as possible. This is
especially true since public funds are invol ved. People must have
confi dence that the process of choosi ng managenent conpanies is fair and
honest .

Conpetitive Bidding for G her Services

The conpetitive bidding procedure can al so be used for other services.
For exanpl e, managenent conpanies can use it to contract with firns for
mai nt ai ning the el evators, cleaning public spaces, etc. It can al so be used
to contract with firnms for naking |arger capital repairs.

The procedures would be simlar to those described for the managenent
conpany request for proposals. The specification of work needs to be as
precise as possible. For capital repairs, it mght be necessary to have
sonmeone who is a technical expert wite the specification of work, so that
it will be clear and conpl ete.
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The municipal ity may want to require the housi ng manager to i ssue a
request for proposals for all contracted work over a certain amount. This
provides a way to ensure that the manager is finding the best quality
services at the |lowest price. By having an open and fair conpetition, the
owner can al so prevent, to sone extent, the possibility of the nanagement
conpany awarding a contract to a firmthat pays it a bribe, or "kickback.”

MANAGEMENT | NCENTI VES AND PENALTI ES

I n business, people are often stinulated to inprove their performance if
they are given sonme sort of recognition, award, or other incentive for
superior achi evement. This can be particularly effective when the recogni -
tion is nonetary. A system of incentive bonuses can be a practical neans of
encour agi ng housi ng managenent conpanies to inprove their performance.

I ncentive bonuses should be awarded on the basis of performance that the
Housing Ofice can easily and accurately nmeasure. Bonuses shoul d not be

given automatically %the achi evenent of specific goals must be verifiable.

I f a housing nanagenment conpany says that it is entitled to a bonus, the
Housing Ofice should verify that the managenent com pany has net all of the
requi renments for receiving this bonus. This can usually be done by

reviewi ng the financial, naintenance, and other records of the managenent

conpany.

If an incentive bonus systemi s developed, it should be sinple, clear,
and easy to admi nister. Incentives should only be awarded for repeat ed good
performance, otherw se the Housing Ofice would spend all of its tine
adm ni stering the bonuses. Furthermore, the anount of the bonuses shoul d be
substantial enough to entice the housi ng manage ment conpanies to perform
better, while they should not be so high that they destroy the benefit to
t he housi ng stock reaped fromthe conpany’s inproved performance.

Bonuses should not be given for p erformance that is expected from any
good housi ng nmanager. For instance, preparing annual operating budgets is
an activity that is necessary for proper nanagenent of the housing.

Theref ore, the housing nmanager should not receive any bonus for doing this
task. Only exceptional performance should be recogni zed wi th bonuses.

Figures 11 and 12 give suggestions for incentive bonuses and penalties
that the municipality could inmplement. It is not recommended that all of
t hese bonuses and penalties be used. Only a limted nunber of incentives

shoul d be sel ected %ones that the nunicipality feels would be practical to

i mpl ement and that would |l ead to a noticeabl e i nprovenment in managenent
services. Again, it is inportant that the Housing Ofice not be over-
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burdened with the task of adm nistering incentives and penalties for the

housi ng nanager .

The following is an exanpl e of how bonuses can be used to inprove the

collection of rents and to obtain nmore tinely informati on about tenant
nonpaynent .

Fi gure 0% Exanples of Incentive Rewards for the Housing Manager

1. If total tenant delinquencies are less than 5% of the gross potential rent and
other charges each month for a consecutive three month period, then the management
company could be entitled to receive a bonus (such as 3 Sk per unit) in addition to the
management fee.

2. If all units that were vacated during a consecutive three month period were
prepared for occupancy within twenty-one days after becoming vacant, the
management company could receive a bonus (such as 3 Sk per unit).

3. If the housing management company establishes monthly reporting of income
and expenses on a per building basis, the company could receive a one-time bonus

(such as 10 Sk per unit) after the third consecutive month in which the new reports are
submitted to the asset manager.

4, It would be beneficial to allow the management company to maximize the
apartment buildings' rent revenue. One way to do this is to allow the management
company to develop unused space in a building and rent the space to a commercial
tenant. If a management company is able to rent a new commercial space in a
building, it should receive a percentage of the gross annual rent or some kind of
commission as a bonus.

Usi ng Bonuses to Inprove Rent Collection

One of the nost inportant responsibilities of the housing manager is
collecting rent and other charges fromthe tenants. Currently, nost tenants
i n nuni ci pal housing pay these charges through SIPO a state enterprise

associ ated with the post office. Tenants are able to pay their rent,

utility, and service charges at their post office, and these paynents are
forwarded to the managenent conpani es through Sl PO SI PO charges a per

transaction fee to the housi ng manager for providing this service.

Wil e SI PO af fords sone conveni ence for both the tenants and the housing
manager, its use should be di scouraged because of the |long delays in trans-
ferring funds and reporting information. It normally takes three nonths
fromthe time that the tenant pays her bill for the managenent conpany to
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receive the noney fromSI PO This delay shoul d be con si dered un accept abl e.
If the noney is in the hands of SIPOthen it is not available for making
repairs, paying bills, or earning interest in the bank.

Fi gure 0% Exanples of Penalties for the Housing Manager

1. During any month in which aggregate tenant delinquencies for the housing
management company's portfolio exceed 10 percent, a certain percentage of the
management fee (or a per unit amount) for that month could be withheld by the
municipality.

2. During any month in which any unit is vacant for more than six weeks because
the work needed to prepare it for occupancy has not been completed (unless there are
extraneous conditions such as lack of funds available for renovation or substantial
repairs) a certain amount could be deducted from the management fee.

3. If the housing management company violates the management contract in any
way, the municipality may terminate the contract. If the infraction is not deemed
serious enough for contract termination, the asset manager could impose a fine to be
deducted from the company's management fee during the month in which the infraction
took place.

4, During any calendar year, if the housing management company submits any
required reports beyond the due dates on more than four occasions, a penalty could be
deducted from the management fee for January of the new year.

Anot her exanple of SIPOs inefficiency is the anount of time it takes to
report whether a tenant has paid his rent. If a tenant does not pay his
rent and other charges by the due date, he is sent a remnder by SIPO If
paynent is still not received, then this is reported to the manager three
mont hs later, a very long tine to wait for such critical information. The
muni ci pality and the nmanager shoul d have the nost up-to-date information on
nonpaynment as possi ble. The goal should be to have a conprehensive |ist of
del i nquent tenants within two weeks of the paynent due date.

To provide an incentive to nove away fromusing SIPO the nmunicipality
coul d give the nmanagenment conpany a bonus on top of its regular managenent
fee if it collects the rents fromthe tenants directly. The bonus shoul d

only be awarded if the managenent conpany can provi de accurate infor mation
on nonpaynment by a specified nunber of days after the payment due date. In
ot her words, the managenent conpany nust prove that it is doing a better

job than SIPO To set the amount of the bonus, the nunicipality nust
estimate how much it would cost the housing manager to collect rents
directly, which would include such costs as hiring additional enployees and
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mailing bills to the tenants. The bonus should be sufficient to offset
these costs, so that the managers will have an incentive to provide this
service. 3

3an alternative solution to the probl em of poor rent collection would be to interest |ocal banks in collecting rents a
r payments. The municipality could solicit conpeting proposals fromdifferent banks on how nuch they woul d charge for
iding this service and how quickly they would be able to transfer funds and report nonpaynent
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BU LDl NG | NSPECTI ON FORM

_islo _ast _i sl o Popi sne

_islo Orienta_ni

Total Nunber of Units in Building
Nurber of Units Omned by Gty
Nurber of Square Meters in Building

Nurber of Fl oors (including entryway)

Is there a basenment? An attic?
Type of Construction Heat i ng
Year of Construction _ Year of Mst Recent Renovation
UTI LI TI ES
Mast er I ndi vi dual | 'y
Met er ed Met er ed
Electricity
Gas
Wt er

Heati ng Source

Survey Conducted By:

Si gnat ur e(s)

Dat e:
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CONDI Tl ON
Excel | ent

Exterior (front)
Masonry

Brick

Stucco

Si di ng

Mansar d

Fl ashi ng

Par apet s

Pai nt

Trim

Bal coni es

W ndow Fr anes
Wndow Sills

W ndows

Entry Door

Locks

El ectronic Entry System
Si dewal ks

Asphal t

Steps to Building
Handrail s
Exterior Lighting

Comrent s:

Good

Fair

Bel ow
Aver age Poor N A
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Excel | ent

Good

Exterior (Sides and Back of Buil ding)

Masonry
Brick

St ucco

Si di ng
Mansar d

Pai nt

Fl ashi ng

Par apet s
Trim

Bal coni es

W ndow Fr anes
Wndow Sills
W ndows
Door s

Stairs
Handrail s

G een Areas
Concrete
Asphal t

Comrent s:

Fair

Bel ow
Aver age

Poor

N A

Excel | ent
Roof
Qutters
Downspout s
Roof materi al
Dr ai nage
Li ght ni ng Rods
Ant ennae
Chi meys

Access to Roof

Comrent s:

Good

Fair

Bel ow
Aver age

Poor

N A
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Bel ow
Excel | ent Cood Fair Aver age Poor N A
Entry Wy
Mai | boxes
Val | s
Fl oor
Ceiling
Li ghti ng
El evat or Door
El evator Interior
Fi re Equi prent

Comrent s:

Bel ow
Excel | ent Cood Fair Aver age Poor N A
Hal I s and Stairways
Val | s
Fl oor
Ceiling
Li ghti ng
El evat or Entrance
Stairs
Handrail s
Equi prent Boxes
Fi re Equi prent
St orage Areas
Unit Entry Doors
Door bel | s
Locks
W ndows
W ndow Fr anes
Wndow Sills
Skylights

Comrent s:
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Excel | ent

Basement
Val | s
Cei l'i ngs
Fl oor
Li ghti ng
St or age Roons
Meters: HElectric

Gas

Wt er
Heat i ng Equi prment
El evat or Equi prment
Wat er Lines
Gas Lines
Sewer Lines
Gar bage Recept acl es
Dr ai nage
Fi re Equi prent

Comrent s:

Good

Fair

Bel ow
Aver age

Poor

N A

Excel | ent
Attic
Rafters
Joi sts
Support Col umms
Vall s
Fl oor
Li ghti ng
Roof Access
St ai rways
Handrail s
W ndows
Ventil ation
Fi re Equi prent

Comrent s:

Good

Fair

Bel ow
Aver age

Poor

N A
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M scel | aneous (further explanation of above itens, or itens not included
above)




Xl .

MANAGEMENT REVI EW
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CQutline of Review

The following is an outline of the areas which shoul d be covered by a
review. Some of these itens may be nore rel evant than others. Particularly
because housi ng nmanagers does not have the financial resources to maintain
the building exteriors and because in many instances, this is not part of
their scope of work, housing managers cannot be judged too harshly with
respect to the buil di ng appearance.

A Mai nt enance and S ecurity
1. Ceneral physical condition of buildings
2. Work prioritization
3. Preventi ve mai nt enance
4. Unit inspections
5. Vacant unit preparation
6. Procurenent and supply practices
7. Ener gy conservation
B. Fi nanci al Managenent
8. Account i ng and bookkeepi ng
9. Budget devel opment and managenent

10. Cash control s

11. Cost controls

12. Subm ssion of reports
13. Rent col |l ection
14. Fee coll ection practices

15. Account s recei vabl e/ payabl e
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C Record Keepi ng
16. Tenant files

17. Unit files

18. Mai nt enance records
19. Renovati on records
D. Ceneral Managenent Practices
20. Organi zati on and supervi sion of work
21. Staffing and personnel
22. Qperati ng procedures (manual s)

23. Trai ni ng
24. O fice adm ni stration

25. Managenent pl an

Each of the itens |isted above should be rated. The ratings should be
assi gned based on the reviewer’'s investigation of each item (sanple
i nvestigative questions are provided below). Different types of rating
systens can be used. One option is to use a point system which awards
ratings of 1 through 5, with 1 being the | owest and 5 the hi ghest. Another
option is to assign each category subjective ratings, Ato note that the
itemis in acceptable condition, Cto denote that corrective action to be
taken place within one year, and | for imedi ate acti on needed. These are
merely two suggestions, but any other |ogical rating systemcan be used. In
creating such a system it is inportant that it can be applied as
obj ectively as possi bl e.

Sanpl e Revi ew Questi ons

Part A 1. - Are grounds and | andscaping in acceptable condition?

- Are buildings generally free of broken wi ndows, broken Iight
fixtures or danaged exterior doors?

- Are comon areas (hallways, stairways, elevators, garbage
areas) clean?

- Are the buildings generally free of fire/safety/health
hazar ds?

A.2. - Are enployees provided with witte n schedules of routine
work to be perforned?
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- Are energency itens given acted upon quickly?

- |s emergency mai ntenance service avail able after regul ar
wor ki ng hour s?

- Does managenent have a system for receiving, assigning,
conpl eting, and billing work requests?

A 3.

Does the conpany have a schedul e for preventive mai nt enance?
- Are pest control services provided to the buil dings?

- Are sewer lines, roof gutters, and downspouts cl eaned
periodi cal | y?

A4 - Are unit interiors ever inspe cted?
- Areresults of the inspections recorded?
- Is action taken to remedy problens within the units?
- Are vacant units inspected after the tenant noves out?

- Is effort made to get the tenant to rei nburse nanagenent for
danage to the unit?

A.5. - Does managenent have a systemto nonitor tinely preparation
of vacant units?

- Average preparation time is days.
- Nunber of vacant units needing substantial rehabilitation.
A.6. - Does managenent naintain a list or file of vendors who sel

services to the buil di ngs?

- Does managenent shop around for competitive prices?

- Does managenent keep copies of service contracts on file?

- Is there evidence that managenent inspects the work of
contractors before authorizing paynment? Does nmanagenent pursue corrections

as needed?

A 7. - Does managenent attenpt to reduce energy consunption in the
bui | di ngs? I n what way(s)?

Part B.8. - Does the managenent conpany use |ogical, consisten t, and
conpr ehensi bl e accounti ng and bookkeepi ng systens?

B.9. - Does the managenent comnpany prepare operating budgets for
t he buil di ngs?
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- Does the managenent conpany adhere to the budget or nonitor
its performance with respect to the budget?

- Does managenent know if it is over or under budget?

B.10. - Does managenent take steps to ensure that cash is
control | ed?

B.11. - Does managenent solicit bids in order to obtain
mat eri al s/ suppl i es/ servi ces.

- Does managenent periodically review operat i ng expenses to
ensure that the buildings are being charged the | owest possible rates?

B.12. - Does managenent subnit financial reports to the nunicipality
on tine?
B.13. - Is the nmanagenent conpany involved in the collection of

rents and other charges? In what way is the conpany involved in this
activity?

- Does the managenent conpany prepare delinquency reports on a
peri odi c basi s?

B.15. - Does the managenent conpany do anythi ng about pursuing
del i nquent payers?

- Does the manag enent conpany pay building-related bills in a
timely fashion?

Part C. 16. - Does t he managenent conpany keep records on the
tenants, including rental agreenents, correspondence, and any ot her
pertinent information?

C. 17- - Does nmanagenent keep informati on on individual
19. units, such as mai ntenance and renovati on records?
Part D.20. - Is there evidence that nanagement has a plan for dealing

with the buildings, in terns of maintenance, staffing, etc.?
- Does managenent regularly make site visits?
- Does managenent adequately supervise its staff?
- Are staff clearly aware of their job duties?
D.21. - Does staffing |evel seemappropriate to the workl oad?

- Are the staff’s skills appropriate for the tasks required?
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D. 22.

Does managenent have specific operating procedures? Are any

of these in witten forn?

If witten procedures exist, are these distributed, and do

staff refer to then?

D. 23.
staff?

D. 24.

tenant s?

D. 25.

Does managenent have an ongoing training programfor its

What, if any, staff training is provided?

Do the tenants know where the managenment office is?

Do they know managenent’s office hours?

Does the managenent of fice appear to be well-organi zed?
Are tenants aware of energency nai ntenance procedures?

How much contact is there between managenent and the

Does managenent have a witten buil di ng managenent pl an?
What types of itens does this plan address?

I's there evidence that managenent attenpts to meet the

obj ectives set forth in the plan?



96

An

I ntroduction to Asset

Managenent




X1,

X1,

REQUEST FOR PROPOSALS



98

An

I ntroduction to Asset

Managenent




SAMPLE QUTLINE OF A REQUEST FOR PROPOSALS

. Introduction: The introduction states the purpose of the Request for
Proposal s, along with the follow ng details:

» Due date
» Pre-bid conference (if any)
» Procedures for inspecting the property prior to proposal subm ssion

» Format for subm ssion (how many copies, where proposal s should be
submtted, etc.)

1. Scope of Wrk: This section contains a detailed description of all
servi ces that the managenent conpany woul d be expected to provide. For
exanpl e:

» Maintenance of all major building systens
» O eaning and mai nt enance of public spaces and buil di ng grounds
» Repairs of certain itens in tenants’ apartnents

» Collection of rents and other charges fromtenants; paying utility

» Marketing and arrangi ng | eases for comercial spaces
» Financial record keeping

» Preparation of nmonthly reports for the owner

[11. Description of the Property: Thi s section should include a brief
description of each property to be managed:

» Location of buildings

» Building types

» Nunber of residential units
» Nunber of commercial units

» Physical systens (type of heating, etc.)
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» Unique conditions related to financial structure, ownership,
physi cal conditions, or residential or commercial population. (For exanple,
is there a need for substantial capital investnment? Is it the intention of
the owner to convert the property to a condom niun? Are there public spaces
bei ng vacated for commercial use?)

I V. Sel ection Process: Description of the nethod for selecting the
managenent firns:
» Criteria for evaluation and their relative inportance

» Legal requirenents to be net by the bidder (insurance, |icenses,
certifications)

> Interview ng requirenents

» Requirenents for references

» Bidders who will be given priority based on their type of
organi zati on
V. Contractual Conditions: This section explains the basic conditions of the
managenent contract, including:

» Length of contract

» Structure of managenent fee (flat fee per unit or percentage of
rent revenue)

» Oher contractual conditions that the nanagenment conpany shoul d
consi der when respondi ng to the Request for Proposals

VI . Techni cal Proposal: This section outlines what should be included in the
managenent conpany’s proposal. It states what nanagenent capabilities the

bi dder nust possess and asks the bidder to denonstrate his skills in these
areas. Requests for the follow ng types of information may be incl uded:

A Experience and Qualifications

The bi dder should be asked to state how | ong he has been providing
simlar services and what it is about his experience that nakes himthe
best candi date to manage the property. He should al so be asked to indicate
what nmakes himuniquely qualified to serve as the manager of the
properties. Typically, the bidder would be expected to provide the
following information in this section:

» The length of tine that the managenent conpany has been
providing relevant services to other clients

» The conpany’s professional credentials

» The types of legal and insurance requirenents the conmpany has
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» Denonstration that the conpany can assune the responsibilities
within the required tinme frane

» Indication that the company has staff available who are
qualified to nmanage the property

B. Managenent Approach
This part asks the bidder to explain in general terns how she
approaches the nanagenment of property and how this approach will serve the
needs of the specific properties described in the Request for Proposals.
The owner woul d expect the bidder to include:

» (Oganizational information regardi ng how supervision is handl ed
wi thin the conpany and how staff are all ocated

» Ceneral listing of managenent services with a brief overview of
how t hey are approached by the bidder

C Managenent Services
This section asks the bidder to provide details regardi ng approach,
procedures, and specific services that the conpany will provide. Typically,
t he bi dder woul d be expected to provide the follow ng:
1. Fi nanci al Services

> How bank accounts are handl ed

» Procedures for rent collection (where rents are paid, what
is done if a tenant does not pay)

» Procedures for paying bills (who does it, howis the
process nonitored, what records are kept)

» Method for devel opi ng budgets

» Name and qual ifications of staff responsible for planning
capital investnent

» Description of record keepi ng systens
2. Adm ni strative Services

» (Operating procedures for conmpany (office hours, procedures
for tenants to register a conplaint)

» Job descriptions and responsibilities of adm nistrative
staf f

» Types of reports provided to the owner (resident lists,
copi es of correspondence, financial reports, repair information, etc.)
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» Method of nonitoring and enforcing building rules and
| eases

3. Mai nt enance Services
» Procedures for handling energencies
» Plan for routine and preventive mai nt enance
» Experience and invol vement in energy conservation
» Description of work order system used by conpany

» Procedures for soliciting bids and sel ecting vendors and
contractors

» Property inspection schedul es and procedures
» Inventory control procedures

As part of this section, the owner nmay request that the bidder provide
sanpl e copies of financial, admnistrative, and nai nt enance reports.

D. Staffing
The bi dder shoul d provide specific informati on regardi ng how t he
managenent conpany woul d allocate staff for the properties (how many, how
much tinme, job descriptions)

E. Ref er ences

The owner shoul d request nanes of relevant references. This shoul d
i ncl ude owners of any other properties that the conpany nanages.

F. Cost Proposa

The bi dder shoul d indi cate how nmuch the nmanagenent fee will be and
what services or staff are included as part of that fee.
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